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This study examines the entitlement and payment arrangements 
•set ojut in Sections. 3(a) , ■3-(b) , and 5 of- P,L. 81-874, the Main- ■ ' 
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^studywas undertaken in the context of "developing ah Administra- 
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the Elementary and Secorida5\y Education Act. In addition, re- 
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. tary Califano last summer by the Chairmen of 'the flouse Authorizing 
and Approgriations Committees jwhich have^jurisdiction over, the 
program, as wdll as by Senators Bellmor? arfd Muskie of- the Senate ' 
^ Budget Committee. - Finally, the availability of program. jda%a , 
farom FY 1-976 made this an opportune time to assess -the effects « 
of reforms which were enacted in the Educatioo Amendments of * 
1974, and first implemented in FY 19-76. 
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EXECUTIVE SUMMARY 



Introduction 
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* tnitidtfed in 1950, School Assistance for Federally Af/ected 
Areas (Impact ^Aid) was the first major Federai elementary and 
secondary educatioti program. The Impact Aid program provides 'a 
funds to compensate school ^districts for the^cost of educating 
children when enrollment and availability of revenues from local 
sources are adversely affected by Federal ^ci^ivitxes. bver the 
years the Impact Aid 'program has been the object o£ much debate^ 
several major .studies, atid nximerous legisl-ative prpposais and * ^ 
amendments. * ' - • ^ 

The present study was undertaken in the context of* developing 
an Administration proposal ^for Impact Aid as .part of the reautho- 
rization of the ElementaJ^' and Secondary Education Act. ' Ln 
addition, reljuests that this type of study be conducted were 
made to Secretary Califano last stammer by the Chairmeh of tlte 
House Authorizing and ApprdpriatdOTis committees which have juris- 
diction over, tbe program, as well^as by Senators Bellmon and 
Muskie of the-Senate Budget Committee. Finally, the availability 
of program data- from FY 1976 made thie an opportune time to assess 
the effects of reforms which were enacted in the Education Amend- 
menjzs of 1974 , , first implemented in FY 1976. 

This^study* examines the entitlement and 'payment arrangements 
set out in thfe Maintenance and Operations portion of the Impact 
Aid lay^s, specifically^. Sections 3(-a), 3(b), and 5 of P.L. 81-874. 
Section I (pp. 1-11^) provides a* brief background description of 
the pjrogram, including the changes made in the 19 7^ Amendments, 
a receijt budget history, and a description of the program's 
beneficiaries. ' , , 

Section II (pp.'lC-92 ) contains an assessment of the^ajor^ 
features of the program and thi^ ektent to which they achieve 
the prog^ram's objectives*. Specifically, three major issues ^re 
addressed: ' v • ^. ' . - 

o Are school districts adequately compensated* ' • 

for Federally imposed burdens? ' - / 

Q Are Impact -Aid funds equitably distributed in- 
terms of ^istrict n^'eds and federal impact? 

. ' ' * o 'Does Impact i'Aid yiterf^re' with State equaliza- ' 
tion programs? * ' 



Jresen 

f/Sach 
im 



V^ove current nr?^?,' if ^"^^Jyzed -in terms, of its ^illty to • 

f on^oJIl'pJogJL'^cLtf ^di^tiiS^ ".""^^ ^P^i^'^'^ ^«ect. 

|;bution, of funds Wdistri^rM^ ^^-^^''E^^^^"' ^n<3- the dis^ri- . 
^ : in,pact/.etropolL^f':L^\%^ of Fede,,! . 

'."^ Sec^lTlTdld'lu^^^^^^^ several or-the reforr;s of " 

.address specific refo^ S[s and^TTi?^?"^^' P^^^^<3BS.' These 
; si,ultanee^usl.y chanlL^ tt^lkT^^^^^^^^^^^^ " 



Highlights *of .the study follow^ 
b ed for Po^^r-^n. . T t . , 

Burdens? 



Ar^ School. Distr icts Adeq uatPlx> 
aSralns^""^" ^^or Federally Imposed 

children! P^^en^s aJe bfsed o^f^f °^^^'3erally connected"^ . . . 
- which is inteS to ref?Jcf ^ (I*CR) ^ 

burdens imposed! ^^sul^^in payments^ commensurate with ;the " 



Federally . Connecte d Childre n > 

fir '"MSre;; SSo^Jl^e'oJ'SSIst regarding "b" payeent^ , . 
.Payments fIJ "b° catLsfv SSff^'Sr"^? ^^'^^ral ^property. 

pa^„t= ..tirit" J2rp5S§^^^?„^SLa<i«2«^**«' 
It 



similar", proposals Vests on the btjservation. that "B" children, 

most^of whom live on 'taxable, residential^ property, .represent 

much less of a ^potential revenue loss to a di^'trict than "A" 

children, whose parents both live, and work, on non*-taxable 

Federal property, , * * ♦ >. 

^ . ' ' . 

• Fpup reform. options, are examined which, would »el iminate* 
entitlements- f-or particXilar categories of children:' 

^ o Option 1 eliminates all entiftlement^ for "B" childreh... . 

^ Option eliminates all' '^B" entitlements except "B" 
. military -and "B" live-on children. ^- ' • ' • 

• o Option 3 eliminates entitlements for "B'*' students .whose ♦ 
1 parents work outside the county o^ the school district*. ' 

• o Option 4 eliminates entitlements for^public hoqs^lDg 

/Children (both. "A" and » * * - ' 

The present^ study concludes^ that there are relatively ;§trong* 
justifications for providing payipents for "B" children who are 
associated with some tax lc>ss to the district. .As a, result, 
reform Q'ptions which wojild feliminate payments for all or, most 
types of VB" children are deemed ovei^ly harsh. Such options 
would result in large reductions in total program cds^^s. an(? 
would adversely affect; both heavily, and lightly impacted dis- ^ 
tricts, wealthy, as* w^ll: as poor dis'tffcts, . 

Howevei:/ the justifications for "B" out-of-Co.unty .and {Pub- 
lic housing children are n6£ as persuasive, "B" "children who^e 
parents work on Federal property outside 'the^ couilty in wh^ch 
the school district is located are not aSsQciated witlv a tax 
loss to 'the schbol district. These children live on taxable'^ . " 
residential -property and thte non- taxable -Federal. property 'on 
which their parents work i-s outside the scfio'ol district. 

' ^ * 

Non-*taxable public housing property* is locallj^ rather th'ari' 
Federklly owned^ * The Federal government alreadi^prpvides sub- 
stantial aid to the' community^ through housing subsidies, debt ' ^* 
service guarant'e^es,^ and dn rieu-of-€ax payments. Moreover^ ^ - . 
compai:ed with the ESEA Titl^ I grants for -^disadvantaged/ public 
housir\g payment^s are not effectively- targeted oiv educationally . 
needy child^en^ ^ • r . - * ^ 
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Eliminatings "B" out-of-county payments wOuld reduce' total "^-^ 
costs by about 5 percent and eliminate paymenrts for 64* districts. 
Elimination public- housing payments vould tbwer cbsts by over- 
^10 .percent, with .payments for .43 districts totally eliminated'. 
Reductions resultijajgr^frbm^^ the reform options are equitably 
distributed in terms*^^egree of Fe^etai ^impact and^roperty 
wealth, with -.lightly, impacted and wealthy ^dis^^ricts bearing the, 



brunt of reductions. ^However, the publiQ hou3.ing .refoinn 'results 
in disprbportAonately large reductions in center oity districts. 

Although these two reform options , make sense in ^temtns of 
Im^ract Aid ob jectives they .4o have some drawbacks.*- In particular, 
*J:he public housing^ reforin would eliminate pa!yitients for childr.e'n 
who arereducationally disadvantaged,^ and in .heed bf -special/. ' 
services., and*^ would have adverse effects on- cities, whose curr^t ' 
fiscal difficulties are well-known . Consequently implementing 
* this type of reform may well be impossible \inless the- legitimate 
claims VDf.thiese children and their districts are addressed ' 
through increased efforts in programs like ESEA, Title I — 
.programs Which are designed to deal more effectively with the 
real educational problems of these ^roups^ ^ - 

Xocal Contribution Rates - " * ' 

The Injpact Aid program seeks to compensate districts for 'the, ' 
portion of per ^upil costs that. would have been paid from local 
. re\^enues had these not' been lost or reduced as a result of 
Federal activity. Because there is ^no straightforward way of 
deteririiiiing these amounts frojn a Federally impacted district's 
actual- educational costs, the current' law . provides several alter- 
native" methods for calculating the local contribution rate. 
This rate may be eitheif an estimate based* on comparable districts 
of the agency's per pupil costs derived from local revenues, or ' 
^ alternatively, a minimum rate of one-half "the State or national 
average per pupil costs. ^ * • , * 

This-s£udy identifies several major weaknesses in the current 
procedures for calculating local contribution rates. The • 
comparable district method do'^ not projflde a good approximation 
of what locals education costs woqld h^vef' been^in the absence of 

' Federal iij^oact: In' effect, it permits districts to select, - 
wealthy comparables on^the basis of charkcteristics whictf at'e 

^mo|^t- likely to b^ affected by Federal presence. As a Cpnaeqtte'nce, 
districts using this method obtain^ rates that are-^40 pe^rcent 
higher than those they would receive using the fiiigher of the 
two minimum rates -Wealthy districts rely on this'^ethod for 
over 50 percent /of ibheir Ir^pact Aid. funds. ^ , • . 

The minimum rate of one-half the n'ational average per pupil . 
^ expenditures bears no relaticSn to local education costs. In 

effect, it serves as a floor on payment ratea. 'It- addresses ^'-^ 
.a colicern which is really beyond^ the scope of the Impact Aid 

progiram \hq problem of' inter-State expenditures disparities. 

. RefoOT' options are examined which move ^away from the present 
- prat:tice» of relying on p±ase^<^ excessively inflated^ estimates 
of what district costs would be without Fe^deral impa^. ' Th6y do 



tljtis b^y^^restricting or eliminating use of *the comparable dis- 
taict and/qr national, average calculations and substituting in . 
theo^r place other methods based, on thai average revenue or ex*- * 
pendiitiire patterns of individuaJ^^JStateS^: . ^ 

o'. ^"^ ^tlon 1 restricts use, of^ the comparable district 
4ffethod to high impact dis%ricibs# ^nd retains the , 
' two minimum rates. ' , ^ *' ^ ^ ' ' 

< • • ' . 

o Option 2 is the same Option 1 except that the '"^ 
minimum rate of one-half national average expen- 
ditures is eliminated; ^ . » v 

o Option 5 sfrts a district's rate 'at either itg State'^ 
average local, expenditure per pupil or ^at one-half 
its' State's, average^ i>on-Federal expenditures per* 
pupil, whiche\^er' is rhigher . •"^ ^ . 

. , o Option 4. guarantees each district^ its State average 
property base and determines the LCR by^ multiplying 
' ' «- ' thi^ base Sy the*district's own revenue effort 
rate^ 'This option also include^ a minimijfti rate 
guaranteeing a district at least one-half State 

• ^ average non-Federal revenues » . 

Al^rhough none of these options is perfect, all achieve -.some 
measure of reform^ Options, 3 aiwi 4 Jwhich would reduce program 
cos;tS;^by al^out 13 percent and 0.5 p'ercent respectively) mal^e the; 
most irea^nable assumptions about Federal impact, ^ and both, are 
relatively evenha^fided with respect ^to different , State finance 
systems. Options 1 and 2 dd not measure up nearly as .well on , 
these criteria, probably because they both try to work, with 
the. current- program's compensation mechanisms.' Of the tw5, the 
second option makes the most reasonable assumptions about JElederal 
impact and' is most evenhanded. However, Option 2 is- also the, 
.harshest of all the options, reducing total program^ costs by 
over 15 percent. , / 

All options tend to. be fairly progressive in th^ir effects* ; 
on districts classified by wealth. Distr^^ts which 3K>se lealfet 
(or gain) from reform faire poor., districts'^,* Heavily impacted . 
districts also tend to do better than other districts under 
these options. By far, those with the mQ3t to lose are, high* _ 
wealth districts and. those moderatel^ -ilf^cted. Difetrict^ 
in Ipw expenaiture/high- State aid States' (^spjec^al;ly those iii 
the 'South) also have much to lose from these tcli* feforms . . 
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Are Program Funds "Equitably * ' . ^ \ ^ 

Distributed m Terms of District 
Wealth and Nee^? [ ; 

^ A longstanding criticism of the Impact Aid program is ^ / 
.that it distributes large amounts of money to affluent districts 
districts which may have benefitq^a by Federal activity and 
which could easily support a highTlevel of educational expen- 
diture without Impact Aid. A related and perhaps more Signify, 
icant issue concerns the appropriateness of /distributing 
scarce Federal dollars. to Rightly impacted districts. ' *^ 

Evidence indicates that there is substance 'to. the^e criti- 
cisms. For example, nearly 20 percent of * Impact Aid funds are . 
paid to over 2,500 low impact 'districts with feWea^ than 10 
percent^Federally connected children. Thes^ funds represent 
a small portion — on average, less than 2' percent of the 
local . revenuSs available tp";those districts. Moreover, lightly 
ilnpacteti districts^ are generally at or above State average 
property wealth despite the ipres^nce .of Federal acityities.^* 

In contrast heavily iirtpacted districts, with Federal enroll 
ments of 50 percent or mor^e, show real evidence of burden from 
Federal activity. These districts' pro5)erty wealth is. only 
about ,ojie-half their respective States' averages. Morepv^r,/ 
these districts are^ very much dependent on the Federal pay- 
mentg to finance their educational programs. . 

• ^ • \v ; ^ 

The data clearly indicate that lightly impacted districts 
are much ;Less dependent *on ^Impact Aid funds and could adjust to 
the elimination or reduction of these paymen^ts without suffering 
unjJue 'hardships. ' • , v , 

*«» * - * , 

Thus it is reasonajDle to' conclude that in setting Federal ' 
funding pr^iprities, he^avily "impacted ^districts, whose burdens 
are .relatwely unambiguous, are much more deserving of compen- 
sation than lightly impacted ones whosef burdens are less appar- 
ent, or who may bertefit from the Federal presence. 

Several reform options were developed to improve targeting 
of- Impact^. Aid funds on heavily burdened districts • ^The options 
are based on the concept that districts should "absorb" costs, 
that is, pay full costs of educating a minimum percentage of 
their Federally connected children, 

o Opti^on 1 extends the applicability and effect of the r 
current lav' s At)sorpti6n provision by removing. the 
» limitations ijnposed on the absorption. • [ 

o Option 2 requires that districts absorb costs bf edu- ' 
I eating Federal students/ equal- to a specif^ied perc^entpige 

of thev non-Federal enroiTTment. Three, four,. '^J^d five 
4;percpji4: absorptions' have ^jeen simulated. This -'option 

eliminates the need for the ^^tieV system.. * 



" The first option .buil(is on a very limited absorption provi- 
sion -in the current law, Tliis provision requires only ligljtly 
impacted ' di.^tricts , to pay' full costs for a sipciall percentage . 
(which cainnot exceed 2 percent) of their' "B" chrldren., l*he ^ 
first option would extend this absorption's applicability to 
ali districts, and remove the lilfcitations on the number and - 
percent of children for whoip costs are to b^' absorbed* . 

The first absorption option would reduce program costs by 
about 20 percent. Although all impact categories would expe- 
rience reductions, losses are distributed progressively,, with ' 
the low impaSipd-istripts suffering greatest losses. Payments *\ 
to 455 'districts woiijd be completely eliminated under this 
option. . 

The second absorption design applies to both "A" and "B*' pay- 
ments and is intended to. adjust for the different burdens im- 
posed by the various types of^ Federal children and for the ^ 
relaj:iv,e degree of Federal impact on districts. This approach 
would require a distri^ct to assume the full 'costs for educatTng 
a number of Federal children equal] to a specified percentage of 
the district's non-- Federal average daily attendance. This 
option would also^ eliminate use of the tier system for prorating 
payments and assure payment « at ^full entitlements for remaining-, 
children.' ^ *• 

This- option \^as simulated at 3, 4 anid 5 percent^ absorption 
levels, Th^se were selected because th^y provide a^range^of 
options, and 'establish the principle that the Federal government's 
respdnsibility extends only to those districts witl^ above . 
average Fedeifal impact (at least 3 percent of non-Federstl cl>ildren) 
and for such districts, only^ to the costs of educating students 
above that average. While r^eductions in total costs of about ^ 
7.5 and 19*^ percent are achieved by the 4 and 5 percent absorptions, 

^^e 3 percent absorption increases costs by about 6 percent. 

T[^1 three options increase payments to districts .in 'the over 25 
percent impact categoMes. They grefatly reduce or eliminate 
payments to districts with less»than-10 percent Federal children. 
Approximately 1,900 to '2,5.p0 districts would be* eliminated under 
these options^ 

Although all of tlie absorption reforms achieve some measure- 
of success in reducing payments to lightly 'burdened districts, . 
the burden-based reforms are* the, most successful at rechanne'ling 
these funds to districts which ^re heavily impacted. By elimi- 
nating the heed for the tier "system and the separate elig^ibility 
^aquijrements they, also ach^^ ^e ^ considerable measure of program 
, simplification and 'equity. ^ . ^ 

As a practical matter, howeVer, the burden-based, absorptions 
do have ^one major drajJb^ck. Specifically, their benefits a^re 



achieved by Eliminating many districts from the program, some- 
thing the first .option does not. dp . Indeed/' in thi^ respect, 
the fir^t option' is. the mo&fc acceptable* reform exkmi^ned^ ev^n - 
thoij^gh it has f6w of the administrative and equity properties 
which recomm^n^ tfte thr^e bur^den-tesed reforms. . if saving dis- 
tricts is a pa j or' selection criterion, then retaining' the curT 
rent absorption without its restrictions is thfe most viable 6f- 
these re-form option^. ) ' 

Does the Prpgram' IR^^rf er^^with ' » * 

State Equalizatidn Programs ? ' ' ✓ , , ' 

A ma^or criticism of the Impact Aid formula has been that 
it allocates assistance, to districts in -ways that disregard - 
and can undermine State 'equalization programs. Currently, th^ 
law prohibits" the Vast majority of States from counting Impact''.. ' 
Aid as local revenues wh^n determining a district's share in 
a. State aid program. There is^an ex-ception to this prohibition, 
for highly equalized StaJ^s. However,, the tests" for determining 
whether Stabes are suf f ici^antly equalized to qualify^ for this ' 
exception arj^ count Impact Aid as local revenues ^are^ va.ry 
'restrioft^ve and thus one can' argue *tUat they provide only a 
partial. sTolution to coordination with State equalization aid. , 

Host ^ States do not qualify for the exception provision, and 
Impact Aid' may actually impede their ability to reduce disparities 
Although most- Impac€ Aid districts for which data were availabre'- 
rank in the lowest^ two* quarti^Les of State and local revenues 
withii^ their 'States, a significant number of districts appear 
in thei top two quartiles and thus would have relatively high 
resource levels even without Impact A^d. Such districts receive 
40 percent of Impact Aid funds paid to the^ ^sample of districts 
exami^d, and the effect of these payments* is often to increase, 
the' distance between spending levels in these districts' and ^ 
their State's average., * ^ 

*V . - ' ^ 

^ The major criticism of Impact Aid frpm-'tfte standpoint of 
equalization'relates not so much to what the program does, but^ 
what it fails to^ do. It fails to give some States an incentive 
to reform their finances. It fails to give States 'that have 
made a modest start toward equalization an opportunity to achieve 
further gains by offsetting payments. to relatively , wealthy 
districts. ^ ^ 4* 

Rei'orm options are examined which relax present standards 
of equalization '^to permit increased State" of f setting of Impact 
Aid payments: ^^^^ 

o Option 1 extends the current exception provision to 
permit offsetting in proportion to how closely the 
> State approximates -Federal equalization standards. . 
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o Option 2 ^1imina-tes the Federal equal^^zation tests and 
^^j'^Tpe^lQiiJL-^ff setting in proportion to the portion of each ^ 
^ digtrict's local revenues that is equalized^ under the 
. State's program. „ ^ ' * ' 

Option 3 retains the currerrt:* prqv'ision antj permits other.-* 
'.States to offset payments to hi^^h wealth districts* 

\ ' ^ . \ • . . 

Phe^ three option^ differ in the extent tp which they^ achieve 

various equalizations-related goals, tf the objective ofrreform, ^ 

is. to ''ensure that the Impact Aid program remains neutral wilih -'^ 

.respect to State eqnalizdtion efforts, the second- option, which 
would elimioiate the strict qualifying tests and permit virtually- 
all States to count Impact Aid payments,, goes the furthest of, • 
the three options toward achieving that .goal.' To a lesser 
extent, fche firs^t Option also* is directed toward Coordinating 
Impact Aid with the distribution of Sta^e aid. However, if one 
is most^ concerned ^ith assuring thit Impaet Aid has the effect 
of increasing equalization ,» t4ie third Option, which ^considers 

''the^ wealth of Impact Aid districts, would-be preferable. 



Equalization-rel&ted irefonfts of impact ^Aid' can exert ^only 
a. modest influence on State* finances- since, ^nat ionally ilhpact. 
Aid paymen^ amount to less than 2- percent of all current expen- 
iditures for\public elementary 'and 'Secondary education. Thus- 
the importance ^attached to these ^proposals is largely bas"e*d on 
principles of^ etjuity and policy . concern^ iji the area of Federal/ 
State^local cooperation. At the district level,' specific reform 
options can have a Substantial effect on certain high , impact 
districts/ At State and Federal leyels, the fact that program 
dollars may be going in <Jpposite difedtionS must be a matter 
of policy concern>. irrespective of the absol^ute magnitude of , * 
the a^mounts Anvoived. 'For both of these>^easons, equalization- 
related refo3nns'\are' deserving "of serious -Consideration. 

Compre^^feive Reform Options ^ 

The pre^ceding discussion focused on the independerjt effects 
of various reforjn options designed to^^address problems presently 
besetting the Impact Aid program. In addition, several compre- 
.hensive reform packages were designed which illustrate what' 
happens when a number of current tprogram provisions are iQodlif ied 
simtil^tarieously to address the major issues raised ^in the report. 
^These options are intended to improve the program's ability^. - 
to equitably compensate ' districts for genuine Federal iDu^^en, 
and address six refor'm goals: ^ 
, - * . . . • . ' *^ ' 

(1) The Federal ^responsibility should extend finly to . ' . , 
st^dent^ wjfio represent a genpine Federal burden on 
• ±hd distri^ct. - 




(2) 



Methods used to calculalje payment rates should be as 
objective as possible to minimize the likelihpod o:: 
abuse. Procedures which yifeld unbiased approximations 
of what local education expenditures or reyeniaes would 
have been in the^cibsence of Federal Impact are to be 
preferred over others* ' . 
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(3) \ Heavily impact-|d distf^6*s have ^a moire valid, higher 
• PP-^f claim\on scarce federal resources 'than 

lightly impacted districts. ' ' - 

(4) Impact Aid payments should rio^*^ interfere with State 
equalization programs* ^ * ■ * ' , 

(^) > Program operations should be' rationalized and simplified 

(6) Insofar as they occur, fund redactions from reform 
shdulti be progressive , in terms of district burden. 
' ' . . / . : 

The reform packages are intended t6 demonstrate that major^ ' 
problems can be^ addressed in a variety of'ways^ not to present a 
set of definitive program reforms. ^ ^Because they 'differ in -terms 
of the number of districts they eliminate r their bost implication 
and the extent .to which the^ depart from current practices ^ -the 
three packages illustrate a range of plausible strategies for 
programmatic reform: - ' . 



Option V eliminates payments for4*"B" out-p)S-county 
^^^^^^P^^ restrictsfruse of comparable dist?i^ method^)! ' 
to^high impact districts and> retains both minimum rat'es^i^ 

removes limitations from the current absorption'; and 
implements the wealth relate^ equalization i^rovis ion. 



Option^2; eliminates payments for "B"^ out-Qf-c6unty 
anc3" public housihg children*; rest^ric^s us^ ^of the 
comparabl^dlstrict method, to high im|>^t districts • 
and eliminates theVminimim^'rate, of oA'e-ii^if national' 
average per phpil Expenditures; ' implements a 3 per- 
cent burden-bas^^, absorption and elimisnates the €ier 
.system; ^d impldnjents the wealth related -equalization 
provision. ^ * , 

Option y eliminates payments for "B" put-of-county 
and public housing • childr;en; sets-LCR at-^fehe greater ^, 
of th^ State average 9f lobaliy raised , expenditures 
per pupil or one-half 'state, average .expenditures per 
pup^; implepients a 5 pjercent^buafden-based absorption 
■and iBliminates'^the tier system; ^^d implements the 
wealthNrelated' eqQalizat ion ^provision. ' ^ . 



_ r ' ' ' \ . Xll 

\ • Option 1 repre&eirfs the most modest departure from the cur- 
rent program. It achieves "cost savings (28 percent reduction 

,in "A" tfnd" "B" payments) , but eliminates a smaller n.umber of 

.districts (1;012) than the other option^, ^^^eductions are 
progressive on d'j^stricts grouped by Federal impact and property 

health*/ oWith^ least impacted districts and wealthier districts' 

, experiencing greater losses ffojn the reforms. 

< . • ^ . . . . , 

.^However, some critics will argue that this*; option does not 
go fair enough in adjusting for differential Federal burdea in 
its use 'of the current, absorption provision . - In addition) 
the LCR reform ~is 'not' a strong element of this option, since it ' 
^retains the national aver^gjs minimum which yields a poor approxi- 
mation of local Federal burden. * 

Option 2 is an^ intermediate level re form' both 'i.lo the extent- 
it departs from, current practice -andUn terms of ' its effect on , 
program *costs (33 percent Reduction) . By eliminating public . 
housing payments and implementing thfe 3 percent ^b^orptdon. 
Option 2 accords low burden, children and districts less impor- 
tance than the first* option . Elimination of the minimum rate 
based on liational average costs represents an improvement pver 
the loqal contribution rate reform in the first option. ^1 though' 
the Statei^average minimum rate on 'which most districts^ould Have 
to rely Is not perfect, it conforms better, than the otner metliods 
with what is known about St4te/local expenditure patterns. The 
effects of Option 2 are progressive op districts classified .by . 
degree of Tmpact with highest impact categories experiencing 
slight gains in funding and the greatest losses Occurring in 
the low impact grouping. .Option 2 eliminates payments to over 
2,400 predominately low impact districts-. This option^^ also * u 
distributes losses progressively across districts grouped, by 
property wealth. * ^ ' v. 

The third option *^chieves the greatest cost savings (about 
43 percent )^, eliminates payments for the largest number of. 
districts (nearly 2, 800),^ and represents the most significant. 
departure > from the current prpgram. As a result, it is likely to' 
be the most cpntroversial of the three reform packages. However', 
it does have some features which recommend it. Eor example, 
tlie local contribujtion rate reform in Opt:i6n 3 represents a 
liedsonable method Ifor approximating local costs of "educating the 
federal students. It has the added advantage of being .relatively 
straightforward and not subject to manipulation'^nd abuse In 
addition, the strong absorption reform serves *to establish. the 
principle that fhe Federal government's responsibility extends 
primarily to districts which are most heavily burdened by Federal^ 
activities. Likes^e first two^options, pption 3 is generally^ 
progressive in its effects on districts classif ied> by degree of 
Federal impact and by* t^roperty wealth* . 



' ' ; xiii.>. 

Overall I, Options 2 and do a bettjsi^A j^b than ^ 

Option 1 of achieving the kind of feducfiio1is..and redistributions 
that many Impacf^Aid critics 'seek. They /also "t^uld^lreatly 
simplify program administration, primarily by eliminating the ^ * . 
complicated tier system. \ However, they accomplish Izhe^e changes 
by eliminating payment^ for many districts and as a result may 
'be considered to b'e too drastic*^ ^ ' / ^^^^ - ? 

' ^ V , '\ ■ ' ^ Summary ^ '^^""^^^ : ^ 

► \ Several conclusions, can be drawn regarding the , pitfalls 
2in<r problems confronting those who woU Id .attempt to improve 
thfe Impact Aid program's ability to equitably compthsate. for, V " , . 

'genuxne Federal. burden. ' ^ v - " - ^ / 

• ?irst of all, if is clear that Impact- Aidf refc5rmt directed 
toward achieving the goals set ouf abovje will reduce' pr ellmincite . 
payments fbr many .districts. There is absolutely way .to 
accdniplish, meaningful reform and maintaih the status*^ quo iecauSS' 
the majority of curirent pfrogram recipients' -are not -burdened 
significantly. Even the relatively mbc^est Option 1 results in 
substantial- reductions in funding and disti;ict .partin^lfepation . 

A second lesson learned from this analysis is tHat^ reforms 
which seek to sharpen the program's ability to target on genuine 
Federal burden generally will have an aciverse ef feqt on some ' * 
types of ,distp:icts and^ chiMren^who Have a legitimate claim on 
other categor^^s pf^^Fed^ral assistance* ' f,<Jr example, while 
center Cities-* are notyburdenfed in an .rmpacl: Aid sense and, h,ence, 
do poorly 'under all of l:he refonns, they do*- have .other critical- 
educational problems which need attention. *> 

Similarly , although public "Itiousing children do not-neces- . 
sarily represent an appropriate Impact Aid con^cernV ^many^ are ^ 
educationally disadvantaged,^ and thus have a valid clpiim on 
other.types ' of Federal assistance. -*B^e'cause Impact Aid never.! 
has really been ^(^uipped |:o deal with'* the problems^ 
other vehicles which can addrdss , these .conc'errls ne^d^.to .*e demised, 
or if such- vehicles already exist,, they should >e exploited more 
effecctively.,1 Expecting Impact Aid ^ to cpntiTnue ;tQ do^lhis kind " 
of double and triple, duty is ^reali'stic and iitcdnsistent with' \ 
both the progfkm's principaL^urposes and the ^reform ■objectives 
set out here. , • . ^ ' 

FinalljA,^ar^as elcist where further study is warranted. Jri 
particular , additional investigation of alternative methods .'for 
gauging the ifet effect Of FederaX-.aCtivitief*^ on' district resources * 
would *be mo^t^, helpful." Such an investiigati<)h oo'uld result ^in 
more equitable "comperisation schemes than' those exfilo^ed -here*' n 



Further investigation of the typfes of children for whom \ 
payments are ra^de is also neetded,^ For example, the^ext^nt^o . 
which* payments are made /for ^t^il dire n whosevparents wbrfc- on 
Federal property. In another district but not .^^n another county 
should be determined ^ since these paymerfts ar^ a^ difficMt to 
justify as those which are made for 6ul:-of-coun^^ -'B" children. 

Last; more information is^'needed about th<l\effects 'Which 
more flexible Impact Aid Equalization provisions will' have on 
total district revenues. Since improveji coordi/natiQjv between 
State equalization refoonn and Federal ;furi^ing As/Ja topic which 
tif^nscends €he Impact Aid program, research^ might have particu- 
larly large pa^s^fs. It might even result in Federal pro'gram^ 
which "cire designeH to facilitate rather than undfBJ^mine State 
reform efforts. 1 • -* " - 



. . -. I. BACKGROUND 

School Assistance .for Federally Affected^eas (Impact : 
Aid) was initiated in -1950 "...in precognition of the* respon- * 
slbiiity^df the United States for the impact which certain 
Federallactivities have on the id^al educational agencies in 
which ^h'ose activities are carried on..."i^ Enactment followed 
hearings and investigations which indicated that Federal ^ 
activities placed a burden on^some districts through an in- 
crease in enrollment*' and lossi in local taxable -property . 
Enactment" was alsi in response t6 (|onditi"Srs existing'Hn 1950 
which have substantially changed since that time.. Thfe': nation 
Was undertaking a military build-up for vthe Korean War; "^Tiere ' 
w^s virtually no bther Federal' aid availabll' for j^lementary 
and secondary education; and States -provided a/imkler share ' 
of the costs of educating, s/tudents -than they currently provide. 

The purpose of the impact Xid program. is: to^ compensate 
' local .acAool districts for th^ cb?t of educating children 
when enrollment and avaUability 6f revenues fr®m local sources 
are adversely affected by Federal activities,. Impact Aid " " 
payments are made -under two separate legislative authorities: 
'.P.L^ 81-874 provides asiaastance to local school districts to 
defray current operating costs of educating children in \m- 
pacted areas and P.L.' 81-815 is designed to provide'fschool ' 

districts with financial .aid for scfiool -construction under 

• ■ " . 

specified conditions-^ (e.g. , for construction of i urgently 



1/ Section 1, P^L^ 81-874, 



needed school facilities in districts whei^e new- pderal' 

^aqtivities^ h^ve substantially increased school membership). ': 

Major and pinpoint disaster assistance Is- also provided Under 

both laws. Since most Impact Aid is prpvided .under P.L. 8-1t874 

$770. million in FY compared with $30 million f or^ con- -. 

struction ~ and because t/d issues involved are extremely 

. complex, this paper will be concerned only with P.L. 81-874.1/' 

' ^ 

- . . Program. Descrdption 

,^.L. 81-874 is the closest approximation to general aid 
from the^ Federal government for elementary and secondary edu- 
cation, since Impaci Aid funds become part of the 'general 
operating accounts of school districts and no- special^ accounting 
of -their use is required. The Education Amendments of ;L974 
(P.L. 93-380) incorporated two exceptions: (1) -funds provided 
for handicapped children of military personnel 'and handi-capped " 
children living on Indian lands must be' use^ to support 
special programs that meet, the needs of these ' children ; and 
(2) payments for children from p.ublic .housing projects must 
be used for ESEA Title l-type programs which provide services 

t 

arid compensatory education for disadvantaged- children. ' 

^ The majority of P.L. 81-8-^4 payments are made to eligible ■ 
local educational agencies for -two broad categories of 
children: "a" children, whose parents live 'and work on Federal 



1/ ^ To be completely accurate, our analysis will deal only 
with amounts- dis'tributed under Sections 3(a), 3(b)^ and 
5 of^the current law 



property -and "B" children, who" live or whose parents work on 
Federal property, but not both._ "Federal property is defined 
to include Indian l&ndi and' Federally^ subsidized low rent " 
public housing. -All children Uving on' Indialt^nds are ."A"' 
chilWen and ^^st of the' public housing children are "V ' 
category students. ' A Ipcal educational agency 'i"s eligible 
for impact Aid if 3 percent of its enrollment , "or 400 students, 
• live ana/or have a parent who works on Federal property. ' 

Impact Aid payments are made to local, educational agencies 
,on the basis of an entitlement. Th#>entitlement is expressed 
as a {Jercentage of an agency hsf "local c^tribution rate" and 
is intended, to compensate for the burden imposecf by the various 
'types of Federally-connected children at a rate which approxi- 
mates locally raised education costs.-^ The local contribution — 
rate may be based either oh comparable distri'cii^' per pupil, 
cost§ derived from local , revenues , or alternatively, a miitimum 
rate --of the-greater of 6ne-Ulf the S^tate or national averagfe . 
per pupil cost.' 

•The percentage of the loc^l contributi^ rate to which " 
an agency is entitled varies for over a dozen subcategories 
of Federally connected children within the broad "A" and "B" 
classifications. This reflects the notion that different types 
of Federally connected children impose differing degrees of • 
burden on the districts^- For example the higher entitlements 
for "A" chifdren (90-150 percent of the local contributi9n " 
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• rate, compared to* 40-75 percent for "B" children) reflect ' 
* --the th'eoBetically. greater loss "in reveftue ta districts . ' 
^ associated\tith_U)fl<4oss of tax rejv^Hues f Qr ioth .thi/placre " 
•^".of reside,nce and the place of work. 

.■>*ithin.the:."A" and /B" clagslf fcations the'highest entitle- 
ment^ aire provided ^or military and Indian Ijandicapped children, 
^ reflecting the greater expei;se of providing an app-ropxiate 
'education for these childrenr^jUlitar/ children also receive ' 
relatively higher entitlements than civilians to compensate 
for the spmevhat greater loss of reyenwes to a community which' 
may, r4sult because military peS^nnel often do business on the ' 
base rather than in the community, and ma^^ be exempted ^ftrom ^ 
certain,State or loc4l taxes .where they are gtation^d'. Finally, 
within the "A" category, higher -en'^itlements are provided for, 
districts which are more heavily impacted'— i.e., where 25 

I 

percent./r more of the district • s .enrollment are Federal 
^children* > v -» 

, -In addition to the payments for -Federally connected 
children, special .provisions authorize "impact Aid to^ schcfol 
districts having a par-tial ,ioss of l^ax base'ai a re'sult pf ^ 
. the- removal of real property f rom j:he tax rolls "-through. Federal ' 
acquisition -(Sectiofi 2, P.,L. 81-874); >or districts experiencing 
a sudden and substantial increas'e of children resulting from ' ' 
Federal activities (Section 4); and* for districts to receive 
. an amount for a reduction in Federally connected children ,.^y 
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cessation pr decrease of Federal activity (Section 3(e)). 
•Finally, Section 6 of P.L. 81-874 authorizes payments to local 
education agencies and other Federal agencies to operate 
schools When local educational agencies^are unable '±o provide 
a suitable free public education, {or Federally connected ^ 
children. Given the size and complexity of the •issues surrounding 
Sections 3 (a.) , 3 lb)" , and 5, evaluations of the program's 

r 

special provisions have not been included in this paper. 

; ' " History of Impact Aid Reform - . ' 

While ^ the basic structure and purpose of £he Impact Aid 
program have remained intact since its enactraent^an 1950, 
the program hais been amended numerous times over the years. 
The effect of these amendments has been to increase the local 
conlrrib,ution rate for so^ne distr^S:ts and to expand the coverage 
of the program by broadening definitions of Federal lands and^ 
types of Federally connected children and 'by liberalizing 
eligibility requirements. 

Perhaps the most extensive reforms were enacted jfh the ' 

Education Amendments jDf 1974. A significant feature of the 

1974 reforms was the introduction of the "tier system" which 

directs the way entitlements will be pro- rated when the program ^ 

IS less than fully funded, and assures^ that payments will be 

'made for public housing children. Although public housing 

children had previously been eligible for finding, special. 
Iff. 

earmarking of appropriations was necessary to make these pay- 
ments, and Cphgress never provided monies for this purpose. 



The law .requires that payments be -made in. three stages 



or tiers" 



. In Tier 1, payments are made at 25 percent of 
entitlement for all categories of children, 
including public housing children. 

.. In Tier 2 the Various subcategories are 
, . .prioritized: "A" payments are made, at rates 
ranging from 8# pfercent to 100 percent of. 
entitlement (including the#am6unt paid under 
. Tier 1). .Total "B" payments in the second • • 

tier range from. 53 percent to 60 percent of 
entitlement. No additional payments are -made • 
in Tier 2 for public housii^ children, so public 
housing payments remain at -25 percent through 
the second tier. If there are not enough fSnds 
appropriated to completely fund Tier 2, no pav- 
/ ments in Tier 2,may'be made. In this eventT 

payments would be made through Tier 1 and 
. through the hold harmless provisions which will 
be described latet in the paper. ^ 

. In Tier 3> .all remaining entitlements are paid. " 
Payments for public housing children account 
for most funds paid in the third tier. 

The 1974 jefQrms also eliminated or. reduced entitlements 
for some "b: children. For example, "B" children whose 
parents work outside the state in which -the local educational ' 
agency is located .were eliminated as eligible Federally 
.connected children. Similarity,' entitlements- were lowered for 
"B" childrth whose parerits work outside the county in which 
the local educational agency is located. These changes were 
based^ on the argument that because the parents 6f these ' 
children pa^ residential property taxes, and because the tax- 
loss from the non-residential property occurs outside the county 
Ot state of the agency, tlaexe is little ojr- no burden on the 
-agency. , ^ *• * " 
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\ Table 1 provid'es a description o^each of the categories 
of. *;a" and "B" ^c)iildreii. It also indicates their corresponding 
entitlement weights as wejl as their funding levels in each " 
tier. The variations in entitlements are intended to reflect 
the relative burden associated with each category ^of child, 
while the funding levels -assigned in the Tier systeitt indicate 
priorities fior payment among the categories. 

Another provision in the reforms affecting "B" students 
is ^the requirement that, beginning in 1978, somfe school 
districts must assume the entire cost of educating a small 
percentage of their '"b" students. This "absorption" provision 
does not apply to heavily impacted districts. 

' ■^^^• 5-974 reforms also included a change in the role of 
Impact Aid with respect to State educational aid programs, 
^n^er Section 5<d^, States are -prohibited , from^counting Impact 
Aid payments as local revenue 'in determining an agency' s^ ^ 
eligibility for or^ share in a State aid -program. The reforms 
added a waiver to this prohibition fox- States which have a 
programme equalize 'educational expenditures among districts. 

Finally, a major feature of the 19t^4 reforms was the 
ij^6Iusion of four "hold harmless" provisions to liihit reduc- 
tions in Impact Aid 'pajanents. In, addition to a- general • « 
hold harmiess v/hich^ af)pliebsto any reductions in payments', 
there are thiee'^others *directed^^ specific reforms or* con-' 
ditions. One of these limits reduc«xms resulting from the 



' . Table J. Piftef Categories of Peaerally-Connected Students -with corresponding 
Entitlements and Payment Rat^^ Under the Tijet System ' 



Section of 
P.L. 874 



Description 



Entitle- Percent of Entitlement 

«ent Paid in Each Tier ' 

(Percent) ^ Tier 1 Tier 2^ Tier 3 



3(a) 

3(a)(i)^ (2) 

3(a)(1) 

3 (a) (1) (LRH) 

3(a)(2) ' 



**A" CHILDREN Parents work arjd 
live on Federal property." 

"A" CHILDREN. IN HEAVILY IMPACTED 
DISTRICTS Military and civilian 
"A** children whose school district 
contains 25% or more "A" children. 

CIVILIAN "A" CHILDREN IN'OTHER 

DISTRICTS — Civilian "a; children 

in districts that are not heavily 
, impacted. 

CIVILIAN "A" CHILOPJN IN> PUBLIC 
HOUSING " Children whose parents 
live emd work on Public Housing ** 
property. ^ 

MIMTARY AND INDIAN '"A" CHILDREN . 
IN OTHER DISTRICTS — Children 
whose parents live and work on 
Federal property 'or Indian- Lands,. 
Non-Indian children hA^e parents 
in the uniformed service*. School 
district is not hee^yily impacted. 



_ l(a) (2) (LRHj _ . 



3(a)(2) Handicapped 
(25% or more) 



3(a) (2) Handicapped 
'Lesi than 25%) 



MILITARY 
HOUSING ,. 



'A" CHILDREN IN ptfBLIC 



HANDICAPPED MILITARY AND INDIAN 
"A" CHILDREN IN HEAVILY IMPACTED 



HMjDICAPPED MILITARY AND""INDIAM 
"A" CHILDREN IN OTHER DISTRICTS 





• 














100* 


25 


75 


0 




(25) 


(100) 


(-) 










90 


25 


63 


12 




(22.5) 


(79.2) 


(90) 


90 


25 


y 


" /D 




(22.5) 


(22.5) 


(90) 


100 


25 


65 






(25) 


(90) 


(100) 


100 


25 


0 


is 




• (25) 


(25) 


(100) 


150 


25 


75 


0 


c 


(37, 5) 


(150) 


(-) 


150 


25 


65 


10 




* (37.5) 


(135) . 


(150) 


45 


> 

25 


32 


43 




(11.25) 


(25.65) 


(45) 


45 




Q 






(11.25) 


(11.25) 


(45) 


















45 


25 




43 




(11.25)' 


(25.65) 


(45) 


•'45 


25 


0 


75 • 




* ' (11-25)' 


(11.25) 


(45) 




V 










♦ 




40 


25 


i8 


47 




(10) 


(21.2) 


(40) 


40 


25 


0 


75 




(10) 


(10) 


(40) 










50 


25 


35^' 


40 




(12.5) 


(30) 


(50) 



3(b) 



3(b) (1) 



3(b) (1) (LRH) 



3(b)(2)(A) 



J(b)(2)(A) (LRH) 



3(bh2T 



(B) 



3(b) (2)(B)(LRH) 



3(b) (3) 



4W 

3(b)(3) Handicapped 



"B" CHILDREN -- Parents v;brk or 
live on Federal property,* but not 
both. 

CIVILIAN "B" CHILDREN WHO RESIDE ' 
ON FEDERAL PROPERTY — Children 
with civilian parents who- live 
but do not work on Federal property. 

CIVILIAN "B" CHILDREN WHO- RESIDE 
ON PUBLIC IKXJSING PROPERTY 
Civilian '*B'' children -whose' parents 
live but do not work on public 
housing property. 

CIVILIAN "B" CHILDREN W^OSE'PARENTS 
WORK ON FEDERAL PROPERTY IN THE 
COUNTY OF THE DISTRICT WHERE SCHOOL 
IS ATTENDED ^ 

CivILIAH "B" CHILDREN WHOSE PARENTS 
WORK ON PUBLIC HOUSINO PROPERTY IN 
THE COUNTY OF THE DISTRICT WHERE 
SCHOOL IS ATTENDED 

ClVILIAl< «rB"» CHILDREN WHOSE PARENTS 
WORK ON FEDERAL. PROPERTY IN THE 
STATE BUT ttoT IN THE COUNTY OF THE 
dlSTRICT WHERE SCHOOL IS ATTENDED 

CIVILIAN "B^'CHILDREN WHOSE PARENTS 
WORK ON PUBLIC HOUSING PROPERTY IN 
THE STATE BUT NOT THE COmfTY OF THE 
DISTRICT WHERE SCHOOL IS JVTTENDED 



MILITARY "B" CHILDREN — Cjiildren 
whos5 parents ar^ in the uniformed 
services «nd who oiUifi- '^^ 
work on Federal prop 



Alt uitj uni^ozm 
lithor live or 



HANDICAPPED MILITARY "B" ChIDDREW 



. -JS^ 25 'r25 40 

(18.75) . (45)\. (75) 



changes for out-of-county and out-of-State "B" children. 
Another partially offsets reductions in paymen:ts for other 
categories oF^cIttldren resulting ^from. the funling of 'public 
housing childre'n. There is also a hold harmless to prevent 
large losses in payments as a result of specific military 
base closings. 

Budget Histoty 

Tabl^ 2. shows entitlements, budget, requests and appro^ 
<> , ' • 

^priations over the last eight years for, the Impact Aid program 
• * X, ' 

(P.L. 81-874). Controversies over Impact'^id have tended to 
develop a pattern that is evident inVable 2: Presidents * 
. have annually proposed changes that would greatly' reduce 
iprogram costs; affected districts have testifjLed 't)iat the 
changes proposed would cause cutbacks' i'n their educational 
offerin'gs; and the Congress has subsequently appropriated ^ . 
substantially larger amounts than requested by the Executive 

Branch. ^ ^ 

> 

It is important to note the relationship between entitle- 
"^ents under the. program and the* amounts which have* been 

0 

J • - 

appiropriated. Prior ^to fiscal year 1970, enough funds were - 
'.appropriated to permit payirtent of full entitlements . However, 
^,sin^ce then, even though Congress has appropriated much -larger 
amounts than were requested by the President , i,t has not futly 
funded the program. The "tier system" which went into effect 
in ^FY 1976, explibitly directs how payments will be made at 



Table 2. Recent History of Entitlements,^/ 
Budget Requests and Appropriations 
*^ f or *the Impact Aid Program (P.L. 81-874) 



; ' Difference 
Fiscal Entitlements^/ Request ' ' Appropriations lllHH and 
, ' " Appropriations 



1970 $ 597,500,000 9187-, 000, 000 $504,500,000 + 317,500,000 

1971^/ 897,200,000 ' 410,000,000' 536,068,000 ^ + 126,068,000 

1972 924,000,00,0 425,000,000 • 592,580,000 - + 167,580,000 

1973 976,000,000 415,000,000 635,495,000 ' + 220,495,000 

1974 ■9.79,391,000 '27>,500,000 574,416,000 ' +^300,916,000 
.,1975 1, 053,500,000 320, 30X),000 636,016,000 + 315,716,900 

19765/ 98^,900.,000 426 , 2'26 , 8*46 739,000,000 .+ S12,773,154 

1977 1, .115-, 100,000 315,0Q0,000 768,000,'000 + 453,000,000 

1978 ^ 1,185, 450, boo 370,000,000 770^000, OpO + 400,000,000 
—. r 

r-v 

w S^uJ""^®^ disaster assistance and hold- harmless provisions, 
b/ Public housing children eligible, although no appropriations 

^ made for thepi until FY 1976. 
c/ Reforms exacted in t;he Education -Amendments of 1974 becamfe 
effective in Fyj-1976.. . ' ' 



\ 



less ' tharw^Il funding. Congressional policy since the introduction 
of the* tier system has been to' fund, the' program through Tiers 1 



ah^.2. In FY'l9?6'the amount appropriate^ was more than was ^needed 
for Tier 2 (although tfte .intent was to fund' only 'through Tiers, i 
an'd^), and; as a result, some paymefits were made "in Tier 3. In 
FY 1977 and FY 1978 the appropriations law Specifically directed 
that' payments be made through Tiers 1 and "^a^only. ' 
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* . The 1974^ reforms also had the effect 'of loweriiTg entitle- 
ments^ in FY l^ve. However! due to increased claims for low rent 
housing paygients and rising local contribution rates, entitlements 
\n FY 1977, the second year of reform," were already abovfe 
"pre-reform" levels.- Thus, despite the enactment of reforms 
and some initial lowering of entitlements, appropriations ' 
have steadily increased since Ti74^ If the FY 1978 Congressiohal 
policy of funding Tiers' 1 and 2, and two of 'the hold harmless 
provisions is continued, it is estimated .that program costs 
will be over $1 billion by 1982. 

Program Beneficiaries ^ 
In 1978 it is estimated that awards will be, madfe ^to - 
nearly 4^100 school, districts on the basis of about 2.5 
million Fed'^a^Ly connected children. This includes payments' 
made under Section 6 , f or x>ther Federal, agencies .which maintain; 
schools (primarily the ;Departaient of Defense). Since jthe 
majority of th^se funds are available for/ the general operating ^ 
accounts of school districts, some or all of the 23 million 
Children enrolled in. Impact Aid school di^trict^ could con-' 
ceivably benefit from the aid provided by the program! The 
fact that this is a general aid program and the relative lack' 

strings attached to \i|e» funds make ^his- a very popular program 
with recipient districts. . f ' 



> 
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■"■■""Xj EVALUATION OF CURRENT PROGRAM' 

SiVice its enactment nearly 30 years ago, ; the Impact Aid 
^r^gram ha^been the object of much debate; Wr^ i^is- 
lative changes, and several m'a j or' studies. ' The most extensive^ 
assessm^ents o£ thi program include a 1965 ev^luatiqni conducted 
by the Stanford Research Institute, a 1969 study by. the 
Battelle Memorial Institute, and a 1976 report by the General ' 
Accounting Office. • , '4^ 

Both the SRI and_^attelle 'evaluations' concluded that the 
basic structure of the program pi..oviding payments for 
Federally connected' children and distinguishing bbtween'"A" 
and^"B" children'— is defensible and properly conceived in 
terms of relieving burdens imposed on school 'diTstficts. ' . 
However, both of these studies, as-j,|ell as the GAoWpoi;t, 
identified aspects'of the'program v^hich Umit its effective-, 
ness in compensating for these burdens".^ For example, the 
Battens- study found that Impact Aid results in unjustified 
^overcompensation to many school districts. These ."impact Aid. 

"i"'3f'alls" are the result of .payments .which far exceed the 
Federally imposed burden. -The payments are either "in excess 
of the costs of educating the Federal pupils or^o not reflect 
economic benef-ftte^ that federal activities may ciuheAn a com- ' ' 
munity. ' In .addition", Battelle concluded that payments are 
made to wealthy .school districts>hich could finance higher-" ^ 
than-average school costs wjithout Impact Aid. ■ 
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All of these studies were based on data "collected prior 
to FY 1976, when the Extensive reforms contained in the Edu--' 
cation Amendments Of 1974 v^re implemented. Using' TY 1976 
"post-reform" data this section will address the following 
major issues which have -been raised by theSe studies as well 
as^ by' the critics and proponents of the program;- 

* 

• ' ' ' ' « • 

n» Are school district's adequately compensate^, t 
for Federally imposed burdens? * 

V ' • "Are Impact Aid funds equitably distributed 

in terms of district^ needs and Federal . impact? 

♦ .Does Impact Aid interfere with State ' — , 
equalization programs? , - \ 




1/ iShe eyaluation of the current program in this section and, 
tl\e simulations of reform components examined in .subse- 
■ *qu^jt sections 'were undertaken using several hybrid -data 

file^^ SAFA payments for school districts, obtained 
' from the Office of Education's FY 1975 and FY 1976 progre 
tapes^ were combined witK spefcially gathered school 
district property value data for 1974-1975 ^writere necessary, 
the SAFA and property data were irtatched and merged^ with 
income and ^metropolitan status data derived from the 1970 » 
Census Fifth Count File reaggregated to 1975-1975 school 
district boundaries. Some analyses required the combi- 
nation' of SAFA and these other data with information^ 
contained on NCESls 1974-1975 ELSEGIS finance file.^ ^ 
^ Because a comp-lete 100 percent match^among all data sets' ^ 
was never ^possible (although mat^ch rates were generally 
in the 75-85 percent range") , SAFA payment data displayed 
for '"JmatchecJ" varjLabies like property 'wealth ' are incomplete- 
and generally will not add to program totals?^ This' is* 
^specially the case' for small districts^ with enrollments 
of 300 or ^l^ss and/or populations under /1, 000 . , This 
attrition,. of districts^and associated data, should be kept 
in min^ whih ipterpreti-ng the results of the study Of ^ 
necessity, some analyses 'are based on systematically 
constructed samples and generalizations must be made with' 
caution. * - <^ - • 

.4 
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Are School Districts Adequately Compensated . ' 

for Federalty Imposed Burdens ?. ^ 

# • 

Much of the controversy over^ the Impact'- Aid ^pfogram- has 

r 

revolved around the issue of how well the program is- compen- ^ 
sating school districts for Federally imposed burdens. Al- 
though .the burden concept ig the basis for Impact Aid payments, 
identification and measurement of this burden has proven ^ 
ilTusive. ^For example, in most instances, it is virtually ' , 
impossible to determine what an area would have been like in . 
tefms of it^ revenue raising capacity and population without . 
Federal activity. While it is true t*i^t in some areas the^ 
Federal government's activities have precluded private develop- 
ment which would have given rise to sizable local revenues, ■ 
It IS also true that in other areas the Federal presence has 
stimulated more economic activity and led to the creation of^ ' 
^nore^ taxable property than otherwise would have existed,- The 
problem is that there is no generally accepted method for . 
distinguishing between* these two types of situations and for 
quantifying net. tax losses or benefits io a district. The 
Battelle stuSv, in fact, concluded that there is no fStagible ^ 
way to design a perfect procedure for ^Imp*act Aid tha*t accurately 
measures the net burden -of Federal installations. " 

* 3 -ar* * * 

The current program attempts to compensate for burden by" 
providing payments for certain. FedTe^rally connected .cl^ildr en . 
Payments are based 'on a local contribution rate (LCR) which- is 
intended to reflect the district's shar^ of total per pupil ^ ' 



costs. The percentage of the LCR to which a district is 
^ entitled 'varies for the different categorie^'of Fedepal . 
children, arid is calculated 'to approximate the portion of * " 
the. LCR lost to^a di;Strict as, a resu;L-b of each "child's Federal 
connection. The following discussion examines this compensa- 
tion arrangement. Specifically, it attempts. to assess whether 
the children defined as"^ Federally connected really do impose 
a-Federal .burden on a 'district' and whether the nfethods used ' 
*to calculate LCRs and the weights assigned. for entitlement 
purposes result in payments -commensurate wi^h the burdens - * 
imposed: , ' 

Federally Co nnected Children - * 

• — ■ ' ^ 

** ' 
Historically, critics of Impact ..Aid have charged that the 

program makes payments^ for someChildren who do not plate a 

major- burden on a district's abiPity to finance' education. 

Although the 1974 reforms eliminated en'titlements for out-of- 

state. children, most past chang^ have been in the opfjosite 

dire,Gl:ion and have expanded, rather than limited, program 

coverage. As a result, districts continue to rece-^ve payments 

flor several categories of children who arguably do not represent 

aVederal burden on school resources ,Jsjlta-i-» 



^ven the strongest critics of Iiff^ct Aid agree thati*"A" 
children are associated with a clear loss of tax base to* school 
districts whiph^must provide' educational services 'for them. 
An'd there is no question that ^ the 'loss of^ tax base and the 



16 



pjresence of these additional children result from Federal 
xactivities in the community. Consequently, refprm proposals 
leave "A" payments (which will total ;iearly $300 million in • 
FY 1978) untouched. 

Payments for' "B" category children, however, have been 
the focus of much criticism and the subject of numerous refprm 
, ■ proposals. The most recent of these proposals woulc^ have • 
reduced the FY 1978 .Impact Aid budget by an estimated $345 
million by eliminating these payments entirely. The principal 
justification for this and similar 'proposals rests on the 
observation that "B" children,' most of ■ whose parents live on' 
private property and pay residential property taxes, represent 
much less of -a potential revenue loss to_ a district than "A" 
. children, whose pare'nts Jpoth work andOlive.on Federal property. 

Because ^tl^ere are relatively strong justifications for 

' \ • • 

payments based^ some types of "B" children,' total elimina- 

* tion of ''B" payments seem^ afn overly harsh measure. Vor > 

example, .-about $90 million will be paid in FY 1978 fof k^sproxi- 

mately 400,000 miiita^ "B" child-ren "whose parents are exempt- 

' ^ ■ from certain State and local taxes. Similarly, payments are 

made for other, "BJ' children whose parents either work or live 
• ■ ' • ' . 

< on non-taxable Fedei;al property located within the school 
- , ■» ^ 

district. It -would be difficult to deny that these children 

\ 

'^--'^^ assbciated with at leasts' partial tax loss to. th« ' 
school district. ^ | ' 

o- ■ . .' • « 

mc • . 38 ■ 
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V on the other hand, if one agrees that the major purpose 
of the Impact Aid program is to provide an in-lieu-of-tax 
payment for districts that have suffered some 'tax revenue • 
loss through Federal , presence, logic alone leads one to 
question the appropriateness' of providing payments 'for some- 
categories of chil^n. in particular, the justif^catidns . 
for providing* payments. ft3r "B" children wljose parents work 
^ outside the school district, and for pubfic housing children 
warrant close Scrutiny. ; 

Out-of-County and Out-of-Distri nt 
"B" Children : 

Originally, the li^act Aid' program did not distinguish 
between children whose parents work inside *and those whose - 

^pa^ents work outside the^ district . However, since^' tax loss 
is the major feature of the burden concept,- such a dtetinction 

/ is important. m particular,, it can be argued that children 
whose parents work on Federal property outside the school 

« 

district do not represent a Federal burden because, even if 
this property were taxable, the district would not benefit 
sdnce it could not tax property beyond its boundaries. 

The 1974 Amendments addressed this problem by eliminating 
the entitlement, for children whose parents, work on out-of-State 
Federal property and by reducing the entitlement for .out-t>f- 
country'"B" children. Critics argue, however, that these 
reforms did^ot go far enough, and should be extended to 




eliminat:e outvof-county' and out-of-districf "B" payments as • 

^well. They, contend that in tei^ms of a"aistficf*s ability" tq 

tax properti^, the most relevant" boundary* is the district 

boundary, not the Stat? boundary , and they point t'S the fact 

that put-of-county "B" children wiU account for nearly 

$40. million in FY 1978 Impact Aid payments. 
> . . - 

. ^ Justif icfations for .including out-of -county and out-of- " 
district ."B" children as eligible Federal children em'phasiz4 

that there may ^b^VQ^ice. burden on districts which must ^ 
•educate these-^children.C^ may^cur when there is a ^large' 
Federal .installation "just a^^ss the distrlk line" th^V 
attracts, large numbers of civilian and military personnel^ 
whose childrelji must be served. To thfe extent that property 
and other tax revenues resulting from thege children (and the 
indirect economic benefits generated by the Federal govern-' - 
ment's presence) are less; than enough to offset ^he increased 
costs of educating the Federally connected children, >these , 
districts .will be adversely affected./ The ^attelle Study 
concluded that although payments should, be less than for other' 



1/ Actual payments for out-of-district 'IB" children are likely 
to be much higher than^$40 million. However, es'timates are 
not available for payments whfch will' be made for^children 
whose parents work ou.tside the.district but within the same 
county, nor for hold harmless payments offsetting reductions 
in out-of-county :ind out-of-State "B" payments resulting 
;,from the 1974, reforms . " ' / 
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types of "B" children, all out-of-district payments, including 
out-of-state payments, can be justified on the basis of a 
service burden concept* " ' * - 

»Many have challenged this conclusion asking why Federal 
sector activities outside a district should be mor^ burdensome 
and deserving of compensation than private sector activities. 
> Attet ail, they argue / a large 'manufacturing plant or other 
private business usually would not be required to pompensate * 
an adjacent district just because it employed parents of children 

^attending schools in that district.^ . . 

" \ * 

Geherally, j^re would agree that the arguments fdr including ^ 
II IN " . 

"B-out" children are not very compelling and question whether 
they warrant annual Impact Aid expenditures of over $40 --million. 
These payments cannot be justified. as compensation for tax * 
loss, since the district would not be able to tax even private 

I s 

property outside its jurisdiction. Further, we would argue 
thJftt many of these districts have ^ been benefited, rather than 

^burdened by Federal activities. The benefits in\hese cases 
are expanded employment, commercial activities, and private 

'.residential t^x base* 

^Public Ho^in2_jyiildren ■ 
Since 1971, payments have_ been authorized for children 
' whose parents live, and/or work on Federally subsidized public 
•housing pfoperty.. However, until the Educ^ti-on Amendments 
of 1974, special earmarking of appropriations would have been 
required to, make . these payments, and monies were never provided 
for this purpose. ' — ' • ^ ' 
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The Education Amendments changed thi^ .by including 
public housing payments in the tier' system to assure that these ' 
payments would be mad^*: in addition, the Amendments included 
^the requirement- that ptiblic housing payments be used sp^lcif ically 
to provide educationally disadvantaged childreij with ESEA 
Title i-type compensatory education services. Although pay- 
ments for puWic housing children- are funded at the lowest 

-fate through Tier 2 (25 percent of entitlement versus- 53-100 
percent .for, other categories), they will account for approxi- 

.^mately $ao million in FY 1978. * , 

Public housing, property differs from other property 
which gives rise to Impact Aid payments in that public housing 
is locally /rather than Federally, owned. Despite this difference, 
proponents of public housing payments contend that the Federal 
government has a responsibility to offset district tax revenue 
losses wjiich result when non-taxable public housing units are 
constructed. This responsibility is thought to, stem from the 
role the Federal government plays in encouraging* communities 
to construct the public housing. By participating in the 
program, a community often suffers a loss of tax base, 'but 
at the same time must provide educa1:ional>and other services 
for a populat'ion which may well be in need of relatively 
higher cost services. 

In resp^se to the argument that public housing children^ 
impose a Federal £ax burden, critics of these payments note 



that public housing children are not, strictly speaking. 
Federally connectecp-^ The owners of public housing are lotjal ^ 
housing authorities, not the Federal government. ' Furthermore^ 
these projects have been constructed in response to local 
government decisions under, ground rules that w^re known in ^ 
advance to them^ Thus, critics conclude that public housing 
is not imposed on a local area by the Federal government. 

It can be argued also that public housing payments may ^ 
represent a duplication of Federal^f unding efforts. In 
addition to Impa^ct Aid, the Federal ' government shares in the 
initial cost of building public housing units , guarantees 
debt service on bonds issued by local housing authorities, 
and makes annual ^contributions which subsidize payments in 
lieu of taxes. In FY 1976 disbursements to local housing 
authorities for public housing amounted to over $1,3 billion. 
It should also be noted that public housing auth^orlties and 
local governments derive an indirect benefit through the lower 
interest rates made possible ,by Federal guarantees. * 

Proponents of 'public housing also claim that public 

housing creates a service burden for the distri^ct by drawing 

pupils into the community who would not otherwise be there. 

However, this argument can also be challenged. Because of 
1 .... . * 

long waiting lists in many communities and the need to be a 
community resident to get on these lists, public housing 

usually cannot draw per^ons^to a community who would not 

otherwise be^ there. Typically, public housing serves existing 

community residentjs. * ^ . 



-■-J 
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. Finally, a major asp-ect 'of the justification for publicr 
housing payments- is that they help districts offaetthe costs • 
associated with high-need, educaUonally' disadvantaged 'children. 
Unlike most other Impact^Aid payments, public housing payments 
^are not general aid but must b'e used to fund ESEA Titlk^l type 
. compensatory programs. The main reply to this claim rests 
with evidence that, compared to Title I, the progr'am does "a 
poor job Of channeling funds to af^eas with large concentration^^ 
Of educationally needy children. '.The Title I formula Is 
designed to allocate .funds on the^basis of poor children, on 
the. grounds that poverty is an indicator of educational need. 
■Thus, .-if impact Aid public housing payments are being targeted) . 
, Effectively, one would expect their, 'distribution to correspond 
to the distribution of children living in poverty. m fact, *• 

however', there "is very little relationship between per pupil ^ 

^pubj.ic housing payments and percent' poor. ' This .is in sharp 
contrast with the Titte I program,: which is highly targeted * 
oA the disadvantaged... ' ' " , 

Additional ^evidence .indicating thafpublic housing pay- 
ments are .poorly pargeted on the disadvantaged is^provided 
' in- Table- 3, which compares the rates. ^t vJhich the 16 largest 

center city districts receive lmpac<t Aid ^Jublic housing ' ' " 
payments and ESEa" Title I funds. X^ain, if public housing 
,payn.enfs in these cities were targeted on need, qne woiild- 
ekpect their distribution to be .similar to that pf ,Tit;le I 

. ■ ' - ■ • -"!:• .44 
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Table 3. 



•ComDarisdrv of SAFA PuBliq; Housing and .Title I^- 
Allotments Per Pupil for SiK^en Cities Ranked' 
by PerceTit Title I Eligibles-\\ 



Cities 



Washington, D.C 
San Antonio 
Ne\^York City 
Detroit 

Boston 

> 

Baltimore 
Chicago 
' Philadelphia 
Cleveland 

2 Francisco 
Angeles 
Dallas 
Houston 
Milwauke^ 
Indianapolis 
San Diego 



Percent 
Title I 
Eligibles 
(1) 



SAFA Public ^ 
Housing Dollars Title I Dollars 
Per Child '5-17. Per Child S-17 

(2)*^ (3) 



32,1 
31.9 
30.4 
29.5 
29. '4 
28.7 
28.1 
26.8 
24,2 
19.7 
18.9 
18.9 
.18.6 
18.5 
15.6 
14.5 




/ » 



. 73.03 
, 48.38 
73.51 
63.08 
55.15 
62.82 
/ 57.60 
57.38 
42.11 
36.32 
35.94 
28.77 
28.19 
38.^46 
26.42 
26.27 



^SOURCE: 1976 SAFA and Title I Program Data^Fi;Les. 



funds.. However, Table 3 indicates that they are not similasly 
•distributed. For example, while Baltimore and Chicago have . 
about the same percentage of disadvantaged children and receivfe 
comparable Title I payments, they receive public housing 
payments at: very different rates. In .effect, it would appeal?' ' 
that pubkc housing payments are targeted on needy children 
only to th^ extent .that these children live in cities with 
active, aggressive housing authorities. 

In our view, inclusion of public housing children as ^ 
eligible Impact Aid students. is not consistent with the 
program's gpal of providing compensation for Federally -imposed- 
burdens.' Further, these ' payments do not .provide :an equitable 
distribution of funds to ai^ educationally need.y children. ' 
-This ^s«essment jJoes not deny that public housing payments 
provide some services for these' children , nor does it deny^ 
the* importance of the Federal role in/assuring educational 
opportunities for disadvantaged pupils. The poiat i,s that ' 
the Impact Aid program is simply not an appropriate or- effective 
vehicle for implementing this Federal responsibility. ' . 

" • • 

Methods Used to Calculate 
Local- Contribution RateT " 

The- Impact Aid Program »seeks to compensate' schoo^.' dis- 
tricts for the portion of per pupil costs that would have been 
paid -from local revenues had these not been lost or reduced 
as a .resurt^of Federal activity. There is no straightforward 
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way of determining these, amounts from a Federally, impacted 
district's actual ediicational costs because these financial 
characteristics are cleanly influenced by the presence of 
Federally connected children. Hence, the current law provides 
that a district's, rate ^of compensation' (i.e.,-j^ts local con- 
tribution rate, or LCR)' be based on the ampunts private 
property owners in generally comparable districts 'pay tpward . 
.the cost of- educating children. ' " » \ 

In practiceff there arfe two procedural options, from which = 

\ . <* 0 

a State may choixse when u^lng the cbmparable district method 
for^etermining LC^. It may categorize all of -its districts ' 
into several generally comparable. groups and base- each ' appli- , 
cant's payment on its .group's average per pupil expenditure 
from local revenues. Alternatively, rates may be based' on an ' 
individual applic'antJs selection o^ at le^st five other 
comparable districts. In this ihstancer, th'fe^SAFA district's 
LCR is based on these five comparable districts' av'erage per • 
•^pupil expend,itures"from local sources. 'The second procedure 
generally gives the Impact Aid distrj.ct more ' latitude in 
determining its payment rate becajpe the applicant, can eit"her 
make its own selection of the five districts to -which "it is 
compared, or do so^ in" consultation with 'the -State Educatiori 
Agency. ' ' ^ *''\ 

Because the comparable v^istrict method can result in 

* ■ / I I " ■ 

very low LCR' s in. States that ..finance a hf^h percentage of 
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"education from ^tate sources (and/or States that have very 
low educational expenditures jJer pupil), the law/al^o. 
establishes a minimum payment rate which 'is the greater of 
either one-half the national or State average per pupil 
operating expenditures from non-Federal sources. This minimum 
rate is constrained. in that it may not exceed the State average 
expenditure per pupil. ^ 

. ^ The. extent to which the minimum and comparabl^district 

methods were used in 1976 is shown in Table 4'belpw. As the 

table shows,- ovfe-r half the districts we examined relied' on 

the minimum method which guarantees at least one-half the 

national average^ expenditure per pupil. 'The next mos.t popular 

y ' ' ' ■ 

method was one or the' otheiT of t'he^two comparable district 

'■ ' ^ % *" ' . 

procedures ^(about 25' percent of all districts selected a ' 

comparable district procedure) . Only about ,18 percent of all 

districts relied on the minimum 'of one-half the State average" 

expenditure^. • „ • . 

0 

These figures reveal nothing about the different cost 
impacts of using the various methods. Indeed, in this. respect 
the results are somewhat misleading. In particular j although' 
only about 25 percent of all districts choose one or the otfier 
comfjarable district procedures, over 37. percent of all program 
dollars are allocated to districts using this method. ^ About 
49 percent of all funds are targeted on districts "using the 
national average method, while only about 14 percent of all 
funds go to districts that choose the State averaae minimum. 
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The method chosen\y a district depends in large part on 

how its State finances education. . Fo'r example? Table 4 

suggests that the comparable distr^ict method will be chosen . 

by districts in States which rely heavily on locally raised 

revenues to support education. On the other* hand, districts 

in States which share a large portion of tota^ education costs 

generally rely heavily on one or the other minimum' calculation 

methods. Whether a district selects the State or national ^ 

minimum clearly depends on which method will maximize its 

grant. Thus, where a State's average expenditure is greater 

than the national average, the State average minimum will be 

selected. Where the opposite is true, the n^tional^ minimum 

will be chosen. v ' ' 

Finally, the last column in table 4 shows that, as one • 

might have guessed./ variations in the methods used to calculate 

local contribution rates result in substantial interstate 

differences in average LCR. In general. States with higt 

average LCR' s tend to be those which rely heavily on locally 

raised revenues to support education. These include New 

york. New Jersey, Nay Hampshire, "Connecticut , Oregon ,^'ai5d 

Massachusetts. States with low average LCR's ai;e most often . 

those with low overall levels of support for educa^tion and/or 

those which rely heavily on State rather than local revenues. 

These include Alabama, ^kansas, Florida, Georgia, Kentucky, 

Louisiana, and "Missi$s^r|>pi. Most are Southern or border states". 
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Table 4, Number of Districts by State and Type of 
,Lo9al Contribution Rate: 19763.' 



'"^T^al Districts 
in Sample 
(1) ' ' • 



Number of Districts Using: 



Comparable . 1/2 State 1/2 U.S. 
District LCR^ Average LCR Average LCR 
(2) (3). (4) 



Average LGR 
Per SAFA Pupil 

, (5) 



* Alabama * 

* AlasjMi 
Arizona 

* Arkansas , 
California 
Colorado 

Connecticut * 

* Delaware ' 
Drstrict of Columbia 

* Florida 

* Georgia ^ 

* Hawaii 
Idaho 
Illinois 

* Indiana 
» Iowa 

Kansas 

* Kentucky 
^ * Louisiana 

Maine 
Maryland • 

Massachusetts 
Michigan', 

* Minnesota 

* Mississippi * 
^ .Missouri 

Montana 
Nebraska 
Nevada ^ 
New ^mpsbire 

* . New Jersey 

* New Mexico 
New York ^ 

* ^Nortb CaroUM 

North Dakota^\t ? r 
Ohio ' ' #. 

* Oklal^aa 
vOrego?' ^ 
■^^Tennsylvafiia ^ 

Rhode Island 

* South Carolina 



- * 



South Dakota 

* Tennessee 

* Texas 

* Utah 

Vermont * ' 

Virginia 

* Washington 

* west Virginia . 
Wisconsin 
WyT>roing 

'aII^SAFA otstricta 

'Percent SAFA $ 



85 

29 
107 

97 
465 

86 

34 
5 
1 

26 

79 

1 
68 
1-65 
48 
37 
74 ^ 
65 * 
21 
68 
18 

125 

63 

44 
-36 
142 
127 

27 

14 

^2 



1 

22 

70 
15 
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3 
26 

1 
37 
74 



77 
5 



67 
51 
27 

•38 
158 ' 



"19 
, 5 

1 • 



^ 1 
139 



48 



62 
160. 
64* 

341e. 
. 88 

107 . 

. 23 * 

51 
92 
246 
35 
17 • 
65 
160 
12 
47 
^25 

4,164 , 

100 • 



H .31 




45 
10 

28% 
13! 



85 

85 
97 
'395 
71 



26 
79 



65 
47 



65 
21 

68 



•36 
75 
76 

14 
4 



62 

.64 

V 
70 
331 



51 
4 



6 

^10 • . 

16 \ 
47 t) 

1,052 
37.0 



\ , 144 I 

i4rrv 



92 « 
242 
35 
11 
55 



12 

2.374 
fl8..6 



569.73 
1^582.59 ^ 
580. \0 
569.73 
589.62 
635.09 . 
860 . 06 
656.24 
760.69 
569.73 . 
569.7?' 

■ 639.54 * 
571.15 
832.00 
575.02 
574.94 ^ 
.598.21. 
569.73 
569.73 
569.73 > , 
785.33 

748.13 
680.73. 
640.57 
569.73 
597.^6 
651.76 
765.68 
569,73 
915. 53r 
1,058.94 

569.73 
'1,305.58 

569,73 
, 569.73 

676.68 ^ 

570.97 
{ 853.37 

710.45 

744.11 

569.73 " 

•664.28' 
569,73 
§74.71 
569.73 
6;21.04 
" 711.64 
' 590.59 
569,73 
655.38 
765.47 

694.57 
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* At least SO percent, of all non-Federal revenues are from State sources. 

Statistics ; 1976 Edition, Table 68, NCES, Washington, D.C., 197*/. * 
a/ Excludes districts for which no LCR was available. ' p • ■%» 

y This column also includes some districts whose rates were determined under a special exception 
provision which permits the Commissioner to establish rates above those that wcSuld result from 
any of the three* regular calculation methods. These districts must*be heavily impacted and show 
that rates resulting from the other methods would not be sufficient for the district to provide 
an adequate level of education. ' > 

■ >. 

SOURCCi 1976 SAFA Program Data Pile. , . ' ^ - . 
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^ Gontroversies Surroun ding- 

"Turrent Methods . ' ' • 

As has been demonstrated, the current 4a* offers districts 
and* state education agencies a variety of methods from which - 
to choose when calculating their local contribution rates. • •» 
..Proponents^of the present system argue that it is appropriate ' 
to offer this va^riety because more than one metho^ of calculating . 
costs is needed for the program. to be responsive to the diversity 
of state and local finance arrangements that exist throughout 
the nation. .Thfey also note that, given the lack of any ' 
^ suitable direct Wasure of what 'district revenues and costs 

would have been in the absence of Federal '£ctivity, the present' 
set of alternative methods constitutes 'a reasonable compensar 
tion arrangement. 

Critics of the present compensation system look with 
disfavor -on this ^ "something for eVeryone" approach. They 
are especially critical of the comparable district method 
whic*! they contend is applied imprecisely, is disequalizing, 
and§ibject to abuse. The miaimum pa^mtnt pr^isions have ^ . « 
also been criticized as disequalizing because they promote- ' 
windfall gains and overpayments to some district's. The 
following discussion examines several of thefee issues more 
closely. 

/ . 

The comparable district mPthnd , m applyVng thi's me#iod 
a sehool district is instructed .to. compare itself with other 
districts or district groupings and select one that is comparable:" ■ 
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Comparabiilty is determined on the basis of certain criteria * 
which are specified in regulations-. These criteria incltide . > 
several which are relatively unaffected by Federal activity. 
Examples are district' legal classification, curriculum offered, 
and percentage of pupils transported. For the most part, 
how&ver, the criteria specified are ones that can be highly * 
influenced by the presence of Federal children. For example, • 
It -is' difficult to imagine how expenditures'^per pupil, pupil- 
teacher ratios or assessed property valuation per pupil — ^ 
allvof which are .included in. the "list of criteria — possibly 
coul^a be unbiased comparative characteristics. 

Indeed, one' of the major dilemmas .which must be con- 
fronted in aj^ply^ng any comparable district approach is that • 
if a district is truly impacted' by Federal /activities it is 
not likely to have non^impacted comparables. Thus, althbugh , 
the comparable district method is ^often 'justified on the' 
basis that it provides a solutiqn to the -problem^ associated 

^ with using an Impact Aid district's Federally influenced . 

^ . education costs to determine its rate of compensation', in 
^ £^ct, the method is a.t bfest an imperfect solution to these 
difficulties. 

. A second .problem that besets the - comparable district 

.method relates not so much to the appropriateness of the 
criteriaja^ to the nearly impossible task of e.stablishing 
^consistent rules for how they are to be appliad. Even if such 

EWC ■ 52 
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. rules could be devised, the task of monitoring to" determine 
the accuracy, of each district • s data collection procedures ° 
- and selection methods^ would still cause overwh^ng practical" ^ 
difficulties, .^t is probably because of these prol?lems that ' 
^ < only the broadest^tandards and mokt flexiisie review procedures 
^ have.been'adopted by the. program. However, t^ese practices 
are the source of ^ajor criticism. Fop^xample., the GAO 
recently noted that: ' t 

OE has not defined tolerances that applicants 
^ use in selecting comparables which are 

dissimilar in, several criteria or whiqh do not 
otherwise meet OE requirements for comparability. 
.Although instructions. state th^t cost* per pupil is 

- n2f4-r^'"fu^ fQi: determining -comparability, ' 

^ neither. the .Regulations nor the instructions 

cri?eria"i/^"^^^^'^^°''^^ ^° remaining 

Consequently, there is'^no consistent or systematic ' 
proiedure^for selecting ^comparables or f or^^ by OE if; approving 
selections... Moreover, such wide latitud^^ provides a powerful 
incentive for districts to rpaxiinize the^^ederal grant by 
placing greatest , emphasis^ on those .charac^istics that ^permit . 
them to select comparable districts thdt arl high spendetg^ 
^ The magnitude of the advantages gained by different ' - ' 
types of districts that use "the comparable district method is ' 
sug^ested^by Table 5.^ The table shows the extent to which 
different types of .districts received targer LCR's in 1976 " 
by using the^ comparable district method,, rather'than the 



mSS^?"?976! gf^]-e/^3sessment.of the^lmpact 
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Table 5. Relative Advantage. tjsing the Comparable District LCR Method: 
Ratio of. Comparable District LCR's to Larger to -Minimum LCR 
Calculation^ by Selected District Characteristics — 1916^^ \ 



Selected District RaVio of cooqparabXe District Percent SAFA Received by Districts. 

Characteristics LCR to Larger of Minimun LCR'sl/ , Using Method^ 

1 . . S , 

All SAFA Districts s 1.42 • ^ 37.09 

Percent SAFA Pupils ^ • i 

75-100 .CT ' l.lfl ^ 53.13 

50 - 74 . , 1.30 23.41 

^5 - 49 ' 1.35 ' * , ' ^ , 19.16 

i5 - 24 1,44 34.92 

iO " 14 1.41 ^ 52.02 

5 - 9 1.36 , 26.40 

Less than 5 1.35 36.65^ 

Metropolitan Classification^ ^ 

Center City'. 1.37 ^ ^ 36.25 * 

Suburban 1.45 « '40.54 ^ ^ 

Non-^tropolxtan A 1.47 34.83 

Unclassified ^.62 29.70 '-^ 

Property Per Pupil^ ^ r ^ 

Lowest 25%.... 1.29 ^2.14 

'2nd Quartile ^ 1.40 ' , 18!l5 

3rd Ouiif tile i.^g - 56. 66* 

HigWest Quartile..'; , 1.40 58.36 

= — 

^ This is the weighted ay^rage ratio of comparable distric^LCR's to the larger of the t%*o mininum LCR's. * 
Mathemat^H^ally, the ratio nay be stated as: ^ ' 

where R - the ratio calculated * 0 

A - SAFA ADA ^ " / '(K . 

C • Comparable Diaurjct ^LCR ^ . ^ ^ 

M « Larger of 1/2 State or national average expenditures per pupil , 
^ d - District d 

c - Category o (e.g., center-^ity district, lowest wealth quattile, etc.) 

s ■ State s * *. t 

f » "a member of* e.g., dec - district id* a member of category "c*. ^ 

♦ 

b/ Approxim^^jr^^*r^istricts could not be assigned a metropolitan status classification. Most of these 
unclassif ieoaistricts are small and therefore likely to J»e non -metropolitan in character. 

c/ Districts assigned to quartiles based on within-State ranking of all districts. Property value'' is 
for 1974-197S. Districts without lCR's omitted from analysis. 

d/ This column also includes some districts whose rates yere 'determined under the special exception provisior^ 
•vrhich permits the Commissioner to es tab lish rates abo^e those that would result from any*of the regular 
calculation methods. • " . * . , > 7 

1 • ( ' ^ 

SOURCE! 1976 SAFA Program Data File Matched with 1970 Census and 1974-l'975jqualized Proj^erty Valu/ Data 
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higher Df the two minimums. For example, the table indicates 
that ^ on average, the LCR in districts using the comparable . / 
.^district method -was 42 percent higher' than it Would have been 
. had the most favorable minimum rate been used.. The table 
.. also shows .the percent of SAFa' payments received as a result 
,of these; districts' use of the comparable 'district method. 

, AS can be seenji^he major beneficiaries of this calcula- 
tion method were districts in the highest impact category.' 
The LCR- for these districts was," on the average, 'about 81 
percent higher-than i± would have been u^ing the most favorable 
■nini^u. calculation ^..o.. x„ a.ai.io„. a.ou. ' 63 percen. ' 
.Of these districts' funds were received because they used this " 
method to calculate their rat^s; ' 

Heavily impacted districts are noj^ the only above average 
beneficiaries of the comparable district method: Other types 
of districts, notably those in non-metropolitan and suburban 
areas and - those with , above average 'property .wealtV, also ' 
benefited. ' , , 

That districts in the third and. fourth .(wealthiest) 

— • >■ ^ ' ■ 

quartilesbf property wealth received, .respectively , about 57 • 

< and 55 percent of. their-- funds using this approach and also ' 

obtaiDed high relative compensation ^ates (about 40 percent. 

more than they, would have received/ usi% the minimum method) , ' » 

is evidence of ^the disequaliAng properties- ot-J^e comparable 

district method. Though many' will argue that i^is entirely 
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appropriate for high weaitj. districts to choose comparables 
that also are wealthy, others will find it difficult to 
' T""^^^ ^ compensation method that results in large "bonuses" 
& districts whidh maintain their high relative property 
wealth status/ even though the Federal government operates • 
within theii> boundaries-. Many .others will also question 
whether it is appropriate for the Federal- government to ' ' ' 
'distribute its funds in i manner that undermines State school / 
finance reform efforts by making these wealthy, districts even 
wealthier. 

When all is said and done, comparable district calcula- 
tions are a major weak point of the present program. Th^ . ' 
-use probably should either be restricted or eliminated entirely. 
Lat^r we will explore several ways of accomplishing this., For ' 
now we turA to a brief discussion of 'the two minimum calcbla- ' 
tion. methcxJs^ / ^ 
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Minimum payment provi/^ion-.c,. Districts in States where '" 
large percentages of total, educational costs are defrayed by 
State aid contributions, or where the overall l^vel of edu- ~ ^ 
cation support from all sources is relatively loW, will'' . 
.^ generally do -poorly using the comparable district method. . 

This has been deemed politically unacceptable, and consequently ' 

. two minimum payment. methods are made -available to those. •" •. 

^ • .districts that wish to use%em. In general," the State . \ 

average minimum has been a :popular alternati^i in high expenditure' 

56 ' " ' ' 



states. While the national average .irti.u. has been used in- 
states Which are, less weilthy than others or which provide 
. lower overall levels of supportf.ior..eduoation. , . 

critics of t'he minimum methods have argued that their 
use, especially by low tax effort districts, -results', in 
unjustifiable windfall gains. These overpayments result -When 
the minimum Federal grants received by a district yield Federal 
per pupil amounts that are- larger tha, ihe per pupil amounts 
guaranteed non-Federal pupils at prevailin^tax rates and" 
State aid levels. Many, observers suggest that such distri- 
butions bring discredit to the Impact Aid program and. By 
i«.plication, all-Federal education programs. They also note 
that thi.minimum payments discourage, local tax' effort and ' 
expend Federal funds i,here they are least needed.' ' ' 
, The Stanford study recognized these minimum? aV- the ' 
Single sourc?-of SAFA overpayments. The Battelle analysis' ' 
proposed eliminating ^ state average minimum (because it'is ' 
d.segualizing across states, and cautiously reco^nended that 
the national average' minimum, be retained. , However, to farther ■ 
within-state equalization efforts, -Battelle also recon^ended 
■ that that portion of the Federal 'payment which^' exceeded a ' ' 
district 's norm-al entitlement be paid' to 'the State rathe'r than 
the district. . s 

■ Although the^e is merit to these crlticisl^s and recommen- 
dat.ons.i;it is probably unrealistic to believe that Congress 
>ould sanction an Imp^Ma program that did not have s^me 



minimum or alternative payment scheme. Moreover/ we shall 
•discuss later, Section 5(d)(2) which was enacted a=; part o£ • 
the 1974 Education Amendments, provides a mechanisjn whereby 
States with acceptable " equal ization programs ^can take Impatt 
Aid int;o account when making State aid- payments. ' This provision 
affords some States the opportunity to counteract the dis-- 
eq-ualizing within-State side effects of the program. Finally, 
although retention o^the State averagp minimum still poses' 
a prg'blem- for those concerned with interstate equity, it can 
legitimately be noted that those districts that use this 
method most frequently are located in States with heavy con- 
'centrations of special needr and other high cost children to 
educate.. Recent evidence also suggests that, in real terms, 
these States are less wealthy and more in need of higher 
compensation rates than was true' in the past. 

' Entitlements-WeicTh tsl/ \ , ' ' 

The final portion of this section focuses on the program's 
current entitlement weighting scheme. 'Essentially, the current 



1/ This section only addresses Impact Aid entitlements and does 
net include an analysis of the tier system. This is be6aSsJ 
the tier^ystem is not intended to reflect relative burdJns 

not ?;T!i'findef '1%"^'''?.' 1°' P"^"*^"^ ^^e program is 

not tully funded. it should be noted, however, that the 

priorities in Tier 2 generally Correspond to the wei'gKts 

^ cllZltel\l''Lr^^^^^^ ?n oth-er words 'thSse^- 

oJJd tJp hiahJ^ assigned the highest entitlements are' 

• fJJ^^J^t,h^9hest .percentage of their entitlement in Tier 2, , 
' ?olS i " assigned the lowest entitlements are paid the 

^ lowest percentage of their entitlement in Tier 2 



weighting system is designed to adjust the local contribution 
rate for each of the different types of Federal children that 
comprfse a district's enrollment. Theoretically, these adjust- 
ment| are ^intended to reflect the fact that some children 
constitute greater or lesser local revenue losses for a dis- 
trict than others. Originally, the Impact Aid program provided 
.entitlements at only two different rates: Entitlements ' for . 
"A" children were 100 percent pf the local contribution rate ' 
and those for "b" students were 50 percent. THfe present program, 
however, assigns seven different entitlement percentage|j f or 
15 categories. of children. .This weighting scheme was implemented 
by the 1974 Amendments in order to "fine-tune" the program. so 
that it would more accurately compensate ^or the different 
types of burden associated with each type of Federally connected 
child. I 

^ • ' . ' / 

|b The following discussion focuses on fhe question of ' 

whether the relative weights for the categories of children 
are reasonable! reflections of the^^Federal bur<fen each repre- 
sents.- vfe do not" here deterpiine whether a particular weight 
quantifies a precise burden. -Doi^g that would require much 
more detafled and reliable fiscal data- than are available ' 
now for Iropact Aid §chool districts. ^ We do try to examine 
the assumptions underlying thfe different entitlement percen- 
tages in order to determine whether the weights' assigned are ' 
reasonable and the variations are based on valid distinctions. 

t 59.' ■ . ' 
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The major differeiice in entitlements is between \hose • ' 
for "A" children and "B" children. The •-'A" and "B" distinction 
has-been^a feature of the program since *it began. Entitlement 
weights for "A" children are the highest (90 to 150 percent 
. of LCR) to compensate for the loss of both residential and 
non-residential property tax revenues.- In general, "B" 
entitlements are -slightly less than' one-half .the "A'; entitle- ' 
. ments (40 to 75 percent of LCR) to compensate for the l^ss of 
edther residential or non-residential property, but ^lot both. . 

This basic difference between "A" and "B" entitlements 
reasonably corresponds to the relative tax losses associated " 
with' the two types of children. That is, the practice of 
assigning "B", children weights of about one-Half those; assigned'^ 
their "A" category counterparts seems reasonabl^because "B" 
children constitute a loss of only half of ^ total Ipcal educa- 
tioV^venues (i.e., the ' non- residential portion), while "A" 
children are associated with a 100 percent loss of both place- 
of-work and place-of-residence related revenues. 1/; 

•Other justifiable weighting differences are those, 
assigned for children of parents in the Uniformed services 



- l?n^^no7irc^»,^°r^^^^°" Intergovernmental Rei^ations:- ^ 
Financing Schools and Property T^ x Relief. January 1973, 
P- 2b. The report indicates that total local tax revenues 

• Jnd HIT ^^"^''^ ^'^'^^^ res^den^ta? 
and those from non-resddential sources. 
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and for military and Indian handicapped children. The higher 

entitlement percentages fCr miljLtary children (100 percent 

for "A's" and 50 percent for "B's") reflect the additional 

revenue lossd^ which are associated wi;th military as compared 

with civilian personnel. These -losses result from the use of. 

base commissaries rather than local stores, .and the exemption 

of military personnel from State or local income and personal 

property taxes in districts where they are stationed. 

; For entitlement purposes, military and Indian handicapped . 

■ children are counted as 'one and one-half of their non-handicapped 

counterparts, resulting in entitlement weights of 150 percent 

\ ** " 

for "A" children and- 75 percent -for "B" studtnts. These 
special adjustments, are justified in part by the higher costs * ' 
of providing special education programs for 'handicapped childrenrv 
They ar.e also intended to provid^ a partial offset for districts 
^hose special education costs have been increased by Federal " 
policies that cause higher than «average numbers of handi- 
capped children to lo^cate jJt districts whei^e special education 
services are available. Thise policies have generally resulted in*' 
abnormally high concentrations of costly handica^ed military 
children m districts with special education programs of * ' 

above average quality. . . 

The,^.relative magnitude of some of these adjustments "is 

•» • . ;' 

open to question. For example, from the perspective of • most 

special education interest groups, the weights are^ probably 
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only about tl.ree-fourths of wha^ they ought to be in order to ' 
reflect accurately the often cited 200. percent cost differential- 
between handicappe^ and non-handicapped children. \ 

on the othgr hand, where^ the Impa^ Aid program is 
concerned, , the use ^f this 200 percent \ure' may be somewhat' 

-sle^^g. It is bas^on average total excess coats for 
the na^ as a who\not average excess costs fbr local 
.chool districts. Thus\he^ excess costs are defrayed largely ^ 
bV State governments a 200 Vrcent entitlement- weight may be ' 
•exc^3^ive. Moreover, the current program permits districts to 
take these extra costs di'rectly into account when selecting 
.comparable districts and calculating local contribution rates.^ 
Thus, to^the. extent that districts with heavy concentration; - . 
of military of Indian handicajSt^ed children are able to choose - - 
comparables wiLh equally' large concentrations of handicapped 
.children, their LCRs should at least partially reflect the > 
increased loqal share of costs associated with educatipg^uch 
students, /increasing these rates by 150 percent may,'V^act, 
represent overcompensation for some of these districts. 1/" 
. . It is not possibly ;-to conclude with any great certainty . ' 
that the present entitlement weights for military ahd Indian 

1/ This argument is not perfect. That is, some predominantlv 
?;aidicfL^r'^'?5' ^'"^ inordinately l^rge rtuSSJrs o? 
^Ji^^^ ^h^Jd^en may find it impossible to identify 

• chi?d?en %r^c^Th'r 'Concentrations of hSndfcapped" 

cniidren. In such instances, -LCR's based' on average costs 
may. understate these district's' revenue require^en?s. ' 
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. hanaioapped children are precisely accurate. 0. the other hand ' 
the fact that special ccsts „ay be included in the LCR calcu- 
lation, and the proviiion for higher entitlements primarily in 
d^tricts Where Federal policies .ay result in higher than ' ' 
average nutabers of handicapped children and where districts 
.are actively providing special' servicei, all see. to be defen-' 
••aible practices. Mthough the higher weights for handicapped , 
military and Indian children^Aay not be precisely' accurate, ' " 
they, do seem to be based on appropriate and valid distinc;ions. 

. , some features of the entitlement^welghting scheme are not as 
justifiable as those discussed to this point., m particula^, 
it is nofentirely clear why civilian "A" children in lightly S 
impacted districts (i.e., thoie with less- than 25' percent of 
their eniollments comprised of "A" children) are paid at lower 
rates than their peers in' high impact districts (9,0 percent ' 
compared to 100 percentl , Ho similar distinction is made* 
Within the "B" category. Although a strong case can be made' 
that low impact districts are less burdened by Federal ' activities 
and Should be given. lower priority in the program, it^can be ' 
argued that.the weighting scheme is not the appropriate place 
±0 address this' issue, since entitlement weights are based on ■ 
^Characteristics associated wkh particular typies ,f ' children, . ' 

.t xs somewhat inconsistent to. use .the characteristtes of a ' •• 
district, as opposed to . student, as the basis for'^oviding ' 
different entitlements. District characteristics would seem' ' - 



to be more relevant to the calculation of local contr/bution ' 
rates or to detefminationt ■ of district eligibility t</ receive 
Impact Aid payments, ax^ therefore h^^^I^ he^n^^dd^s^d in 
the sections which cover these features o/jrff^grant. ^ ' 
From the fqregoing analysis we^j^^[u^\:onclude that, for 

- the most .p^rt , the entitlement w^hblng .^scheme is reasonably 
well designed io compensa"t^^ the. revenue and .educational " 
burdens associated witjy<he various types of Federally connected 
children, While it is not ^ssible, using available data, to ■ 
measure -preci-^ly the .burdens and.assign accurate weights , 
the assumptions underlying the weights are v4lid and-reflect 
a greater Sensitivity to the relative 'burdens itnpbsed by 

different types of children than did pre-ref ofm^entitlements. 
It could also be contended that the current^ law" provides the 'I 

maximum degree of "f ine-tuning" that* is' warranted at this time. 
This assessmen^t has focused on the burdens arising from 

the characteristics 'o^ eligible children/ Tli^ following . 

section examines the chara^cteristics of Impact Aid districts .... 

and assesses- Whether Impact Aid funds are distributed equitably 
.in terms of district needs and. Federal impact. 



Arg Impac t Aid Funds Equitably Distributeri 
in Terms .of District Needs 
\ ' and Federal Impact ? 

A longstanding criticism of the Impact Aid program is ' • ' 

that is distributes, large amounts of money to affluent distrd^cts- 



districts that could easily suppprt a high level of educational 
expenditure without Federal assistance/ A related criticism ' 
conjcerns the appropriateness and wisdom of distributing scarce 
Weral dallars to. lightly impacted districts. The following 
discussion will explore both of these issues. ' ' 

Impact Aid and District Wgalth ^^ 

' Many have argued that the Impa5t Aid program is inequitable 
because it dis^riBxites funds to affluent districts that could 
easily support a high level of educational expenditures *.ithout 
Federal assistance. Indeed, critics have contended that some 
districts are wealthy, in part, ^because they are benefited, ' 
not burdened,. by Federal activities. ' Others merely observe 
that eliminating or reducing these payments would hardly be 
felt by* wealthy districts because Impact Aid amounts per pupil 
are small and could easily fbe absorbed locally through modest ' 
tax increases. These persons note that eliminating .or r^ucing 



such aid would free-up a substantia;}^ portion of the total SAFA 
appropriation for use by less Wealthy districts. Alternatively, 



1/ Throughout this analysis "affluent" and^"wealfchy" are used 

' f^e?a^"iLho\ah'""'^^^"^''^' ^^^^^ thesSe 

average. Althobnh parallel analyses were conducted usina 
various ^measuresXincome wealth, the propert^ wealth ^ 

?!n.';;^^'^r deemed>;;^appropriate in ?he conL^? of the 
Impact Aid program, ^ 
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these monies could be 'spent for other more important educa- 
tional purposes. * * > 

Evidence bea^jLng^the validity of , the?e' criticisms is 
provided below in. Table 6. Ths-featle shows that in 1976 
there was some substance to these allegations fqr, although 
- the distribution of total SAFA payments per pupil was somewhat 
progressive across districts classified by" property wealth,' 
a significant share of aggregate program dollars went to a 
larje number of districts which, in their own States, would 
have been considered relatively well-off? Thus, even though 
the poorest districts received about twice what the least poor 
districts received in total SAFA .iollafrs per pupil, about 20 
^er^ent of all SAFA dollars went to high property wealth . ' ' 
. districts. -i./ 

Closer inspection of Table 6. show^s that there are major 
differences between the way "A" and "B" category ' payments 
affect tqtal funding in wealthy and .poor di^tficts. ^Specifically^, 
, although both types of paymenl^s tend to be inversely^distributed 
across districts ranked by ^property wealth, most 'wealthy ^ ' 
districts receive the bulk of their fund^ for "B" category 
children while poor ' districts receive their funds because. they - 
have large concentrations of high burden "A- category children.' ' 



.- ?,n^ S but more pronounced pattern emerges^for districts 
Itl^ ^ median family income. Fully 42 percent of all . 
SAFA monies accounted fof^y our. sample were targeted on 
. ^ districts irrthe highest quartile of jtiedian family income. 
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Table 6. 



Payments to SAFA Distriri-<s ri=io»,-«- 

1976 (Through Tier 1)1) Classified 4by Property Wealth - 

a X ' ' 



Property Per Pupii 
(ADAJ c/^/e/ 



Natipnal Aver^ 
(Total). 

^ Poorest 

Quartile 2 

Qiiartile 3 

U Least Poor 



Total SAFA/ 
PupilVc/ 



$ 23.96 

.0.9 
0.9 
0.7 



SAFA "h" / ' 
(2) 



$ 8.06 



SAFA "B"/ 
PupilS/ 
(3) 



S 12.83 



■ S. Average=1.00) , 



2.4 
0.8 
0.6 
0.4 



1. 
1.0 
0.9 
• 0.8 



% SAFA 
Dollars^/ 
(4) 



-ioo.oo 



36.9 
24.8 
19.1 



SAFA S 



Millions- 
(5) 



$ 51*9.2 



191.4 
128.7 
99.4 
99.8' 



# of , 
Districts 
(6) 



3,374 



999 
880- 
770 
725 » 



b/ 



c/ 



1/ 
e/ 




Not included in FY i q7a C7ir»n * • * • 

rta«al.a,e„ci... u„a™Lrr.l'aS pT^o^ .1"-=^''""'' Aacney paid to other 

Section 7; and any payment. m^ii^ .T^l^ /uLT ilJ^'lLT^ ai^as^ST aLLtanc: ^1" 

-amounts are excluded from SAFJ "a" and" "6" totS' ""^ "^""l^^ ^""ts. Theee 

all students. . '"'P^''*' general assistance. and is- used for 

Details for property wealth^iU not add *-o u S tmt.i. k 

.different subsets o^SAFA districts. Subs'ets'Lstst of tr"'".'^""" distributions are balsed on 
which could b^ matched with districts on ot^!. ? f ■ districts on the SAFA program data f ilp 

distributions in.Coa^ (4, are^^s^l o°n s'^l .lllT^^^^^^^^^ --.'th.-t P^t'tage^'^' 

Districts are assigned to quartiles based 'on i-ho a^stributed to the matched districts, 

with oo.n-S-AFA.distl:icts in\his pr^ceL! " ^^^^^ ^^^^-.^tate rankings, SAFA districts ^^e ranKed 
SAFA data are for 1976.' Property data are for 1974-1975.' ' ' ' ^. 

197. SAFA Progra. Oata File' Matched with 1974-1975 H.ualiz.d Prop^ Value Data.'^ ' • 
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• These'data substantiate c 1 aims' ^thafc^arge amounts of 
impact Aid -'are targeted. on the wealthy ^t do not 'indicate . 
• vihethJr wealthy districts could absorb the loss of these pjy- " 
ments through relatively , modest increases'^in tax and other 
revenues. Information bearing on this claim is prbCid^d in 
Table 7 which shows how much local (and also State plus .local") 
revenues would ^ave to b^ raised by^districts' in different 
wealth .quartiles :in order for them" to fuliy,offset a total 
loss in their Ini^act Aid payments. The table, shows that, in 
the, aggregate, districts in the highest quartile of property, 
wealth could offset such losses by increasing IcJcal revenues 
by about 1.7 percent. State plus local- revenues would have "to ' 
be' raised by only 1 percent. > " ■ * 



Table 7. 



SAFA, Payments to Districts Classified 
by Property Wealth: SAEAr- as a Percent 

?97fi°'??Lf 1^^^^^ Revenues 
1976 (SAFA Through Tier 2) 



ERIC 



Property Wealth ■ ^"^^^ °f • SAFA $ As, a P^cent of 

Per Pupil (ADA)-- Percent Of Local Sta?e ^ Local 

m Sample Revenues Revenues 

: ■- - -^^^ (2) (3) 

Total'.','. /, -7^2 039 ' nr. - ^ 

Quartile 2...,...^ . 537 2.8^ ^ 

Quartile 3 T . 472 94 ■^'^ 

Least Poor 449 > T'Z 1-5 

• ^ .. ^ 1-7 , 1.0 
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Although these aggregate data do not indicate the effects 
Of aid reductions for individual districts, they do provide * 
at l4ast partial evidence to support the complaints of Impact " 
Aid critics, .substantial amounts of money are being channeled 
to ./ealthy districts in relatively small per pupil' amounts - ' 
amounts which apparently could be reduced or eliminated without 
• causing much dkfficulty for the districts involved. It is • 
also clear that many of these funds 'result from entitlements " 
for the least burdensome "B" children, while the most needy ' 
districts recei;4,their Impact Aid assistance because thiy 
are trul;y burdened by large proportions of "A" children. 

. If would be tempting to use these data to support the • 
argument that wealthy districts are being ui^fairly overcompen- 
sated by the -program. Given the limited resources that are • 
available, , one could con clja^e' that it makes littl^ ^ense to ■ 
Sontinue payments that make wealthy districts wealthier. On 
the other hand, many wealthy districts could argue quite 
forcefully that it is inappropriate to consider their- rela- 
tively favorable -ecofiomic positions in compensating for Federal 
impact. They might contend', for example, that they would be . ^ 
even wealthi^ithout the presence of the Federal government 
and that it is unfair for the Feder^r sector to create. even " ' 
the smallest burden without prbviding offsetting compensation. Z 
own view.li^s somewhere in-between .-. wealthy districts may" ' 
be correct when they argue that^t is unfair to discriminate' 
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against them because they are wealthy, but are on less firm 
-_gr6uhd ^khen they. argue that the Federal government has a ' 
responsibildty to competwat^^ for. even the smallest burden. 

Impact Aid and Federal Burden ' ^^^^^ 

A related criticism °of the program concerns the fact 

. that a significant fraction of all Impact ^id districts are 
lightly impacted, containing fewer -.than 10 percent Federally 
connected children. For example, fable 8 sho^s-^that in 1976,- 
60 percent of all "impact Ai^^districts were lightly impacted 
by this definition. The table also showk that even though . 
these ^lightly impacted districts received very small per 
pupil grants ("grants that averaged about $13 or less per 
pupil) in the aggregate they accounted for a substantial • 
20 percent of all Impact Aid dollars (about $122 million). 
As can be seen, most of these funds were received' for "B" 
category- children. In contrast*, most of the 'funds received 
by heavily impacted districts resulted because of their dis- 
proportionately large share of high 'burden "A" children. 

As we have note'd, many wQuid .argue that these payments _ 
to lightly impacted districts . are entirely appropriate.. They 
would note that degree of impact has nothing vto do with the 
Federal government's moral responsibility to compensate for ' 

»the burden- it causes. ^ They would suggest that any' attempt " 

to reform the presen^ program jby 'reducing or eliminating 

thes« payments would be impropeV because it would coxistitute 
^ ♦ ■ / ' * ■ J 
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Table H 



Pci/ments co ShFA uii,tricts by Percent 
.iAFA Children — 1976 (Through Tier 2)^ 



District Characteristic 



^ ^"P^^ P"P^l . Dollars. (Millions) Districts 



(1) - 



(2) 



(3) 



(4) 



(5); 



National Average (Total) « on 

~ • • . ' $ 26.39 $ 10.35 $ 12.92 

U.S. . Average^ (1. 00) ... 

,> 

V 

Percent SAFA Children 
75 - 100 
50-74 
•25 - 49 ' 
15'- 24 

10-14 - • 

5 - 9 " 
Less than 5 



(6) 



,100.0 , $ 61b. 7 • 4,221 



27.7 


67.3 


2.0 




12.6 


76.8 


99 


,9.5 


17.8 


' 3.9, 




9.0 


55,0 


r08 9^ 


.3.5 


4.0 * 


3.2 




24.3 


148.6 


407 


1.7 • 


1.1 . . 


2.0 






^ U1.7 


480 




0.4 . 


1.3 


*\ 


15.9 


,96.9 


567 




0.2 


/ 0.7 




11.8 


■••6.9.0 


1,247 ^ ' 


' 0.2 


0.05 


0.3 




8.6 


52.6 


1.313 . ' 



- ■ section 2; .one. ' . 

disaster assistance undS section 7^ fnd anv n "T"'" T'" ^"^ Pi"P°i"t 

SAFA includes hold ha^l. 'I'^l.!' ^"^^^^ P-i^^nts .made at Tier -3 levels. Total 



SAFA includes hpld harmless "amounts ' Th.^l -"'^d^ Tier 3 levels. Total 

-totals. ^ ^ armiess amounts. These amounts arc excluded from SAFA "A" and "B" 

GERXCf2 ^^"^ Progr^nx Data Fil^ ' " ' 
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•.■an a\^ioation of the government's respslbility to pay a - 
share oVtlre-s^st of educatrng all F^Lral children. 

K.thers mayyell find this lihe of argument difficult to 
accept. Givar^ priorities must be set on Federal resource 
. expenditures, they W question wtfether it is sensible or ' 
wise for an Impact Ai>Wgram to compensate districts that' " 
_are not very heavily impJted. They will note that distributing 
. money in such small per/^upil amounts to districts that are . 
3o lightly impacted diverts suppok away from districts that 
have a more legitimate claim onl' the program. ' ' • • 

•S!^"'^"'''''i=«l-t*« arguments have 'pa-l-t'lcular merit. 

. ^i^ft'lyi-Paoted district. sWldrepresent-a relatively low \ 
Federal priority. The case for this position is compelling, 
especially when, one considers the: consistenl' patterA of 
differences between" high and low impact districts. ' ' . 

For example. Table 9 compares Impact Aid payments to '■ 
, local (and State plus local, revenues in districts classified ' 

, '=.>' P-°-'-^-d-al enrollment. The tabl, Shows that impact ... 

Aid paymeniV to^distriot^ With low percentages of Federal ' • • 

, -^small.whencoriparea with' other revenues.' T^us, . 

?h -districts where Federal children constitute less than five ' 
■ percent of total enrollment, complete elimination pf 'impact 
Aid would require off sitting increases in loc'al revenaes'o'f ' 
.aboit «ne-h,lf of one percent. ' By' cimparison,^ eliminating 
* ^ Impf ct Aid payments, in the most heayity impacted -.category 6t 

ERIC, • . ■ * ... 



51, 



districts would require offsetting local revenue increases of 
over 150 percent. Clearly, these data indicate that lightly 
impacted districts are much less dependent on Impact Aid funds 
than heavily impacted ones, and could adjust to the elimination 
or reduc'tion of these payments without suffering any undue 
hardships. 



Table 9. SAFA Payments to Districts Classifie"<3 
by Percent Federal Children : ' SAFA as- 
a Percent of Local' and State Plus Local 
Revenues — 1976 * (through Tier 2)* 



Pertent SAFA 
Chiic^ren (ADA) 

\ — ■ 


Number of 
Districts 
in Sample 
(1) 


' SAFA $ as. a 
Percent of Local 
. "geyenues 
(2) 


SAFA $ as a ^ 
Percent of ' 
State_+ Local 
Revenues a 


- Total 


' 2,174 


3.1 


1.7 


75 - 100' 




153.8' ♦ 


56. 3 


50 - 74 • 


37 


. ' ^ 61.7 


23.3 


25 - ^9 


186 


19.8 


7.9 


15 - 24 


, 203 . 


5.9 


3.1 . 


^ 10 - 14 


263 




1.6- ' 








, 5 - 9 ' 


639' 


1.5 • ■ - 


0.9 


^ Less Than 5 


826 


0.7 


0.4 


SOURCE: 197 6 SAFA Program 
ELSEGIS ^Data. 


T ■ i. 1 

Data #ile Matched with 


-1974-1975 



:Dir . - 



75 
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Finally/ Table 10 provides additional ^formation about 
the needs of different types of Impact Aid districts. The 
table, shows property wealth for districts in each impact . 
category relative 'to these districts' State averages. For 
example, the table indicates that districts in the highest 
impact category have only about 55 percent of the average " 
property wealth for all . districts . in their- respe'ctlve States. 
A .quick perusal of the information presented indicates that 
Impact Aid districts have about average wealth overa-11, but 
that heavily impacted , districts show real evidence of burden 
from loss of propertj^ due to Federal activity. On the other 
hand, lightly impacted districts afe generally <at or- above 
average in terms of property wealth,. -Once more, lightly 
impacted districts do not seem to have been very heavily 
burdened as a result of Federal activity. Given these, data, 
one might reasonably conclude that, if Federal funding 
priorities must be' set , heavily impacted districts^ whose 
burdens are^ relatively unambiguous, are much more Sserving 
of compeniatipn than^ ikghtly impacted ones whose burdens are 
less apparent. 



Dpes the Program Interfere 
With State Equalization 
Programs ? 



A major criticism of the^ Impact Aid -formula has^'been 
\that it allocates assistance to districts in ways th^1f*dis- 
ErJc"^^^^^"^ undermii^ State ^galization programs. Originally, 
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^Table 10.. Property Per Pupil for SAFA Districts by Percent 
SAFA Children Shown Relative to'^State Average 
for All Distfricts^/ 



% SAFA Children (ADA) 



Number of SAFA 
^istrict? in 
Samplei^/ 



Equalized Pr'operty Value 
Pbr Pupil (ADA) Relative 
tovState Average s£/ ■ 





(1) 












* 

All. SAFA Districts . 


3,374 


0 




0.99 






75 - 100 


38 






0.54 






50-74 


60 


* 




0.56 






25 - 49 


257 






0.72 






15 - 24 


342 






0.95 






10-14 


433 


9 




' 1*10 






5 g. , ' 


1,034 






0.99* , 






Less than 5 ^ 


1,201 






1.00 








aw 













c/ 



Districts are assigned* to impact categories based on FY 1976 Percent SAFA 
Average Daily Attendance. Property value data are for 1974-1975. 
^Sample is compri^sed of all FY 1976 S^A distrifcts in the SAFA 1976 program 
data file which could be matched with the 1974-1975 property value. 
For districts in^ach degree ^of impact category a weighted average was 
calculated for ffle ratio t>f property per pupil in each district the average 
property per pu^iil. in the district's particular State* The values in Column 
(2) 4-ndicate how much more or less, on average; district propttty per pupil 
was than State avei^age property per pupil for the aggregate of districts in 
a particular degree of impact category. Mathmetically, this average ratio 
may be written as: 

1^ . . • 



-dec 



A 



- (Jecesi 



deces) 



where ' I = the index shown in Column (2) 

^ -A = ADA ^ ' 

E = Property per pupil ' ' , * 

d District d ' - * • 

c = Cateporj^ of impact c ' 

S == Stat^ s 

£ ^= "a *men\}Der of" — e.g., dec = district "d" a member of 



category "c*V 



O URCE: > 1976 SAFA Program Da^a File Matched with 1914-1^15 Equalized Property 
Value Data _ , r^r^ 
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"the. impact Aid statute was silent on the. issue of whether 
; States couia take Impact .Aid payments ihto account in deter-^ 
■ mining State assistance to Federally' impacted districts. As 
• . -as rgsult^ a number of States. added provisions to t^eir school * 

finance iawg that permitted them to substitute 'impact Aid 
money for their own assistance to school, districts. Many ' - 

justified these^ added provisions by noting they £acilitat^d==^ 

the use of Impact Aid funds -in a manner consistent -with §tate 
policies to equalize the ability o'f school .'districts to finance 
education. In ef f feet , !these States argued \hat these Federal 
moniea^were part of a school district's resources "and that, 
taking them into account 'for the purpose -of determining a - 
district's share in the State .aid, program was 'therefore appror ' 
priate and proper. 

In 1968 a provision (Section 5(d)(1) of tlie current law) 
was added to P'.L. *81-874 which would have terminated pa.ijments 
in any State that took Impact Aid into account when determining ' 
a district's eligibility for" or share in a State . aid program.. 
Behind this prohibition was the notion th|t Impact Aid is 
provided t^o offset the loss, of local revenues from Federal ' 
activities, not- to' supplement State aid programs. Proponents 
of »the prohibition argued that localities receiving Impact 
should not be penalized for their participation in the prbgram ' 
by haying State aid' reduced.- ' ' 
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"Although the prohibition stood more-or-less intact for 
several yeara, valid complaints frdm States that were enacting 
reforms of thfeir school finance systems forced a change in 
the rules governing its application. Specifically, the 1974 
Amendments added an exception to th6 prohibition for S^tates 
which have enacted school finance liws "designed to equalize 
expenditures." The exception recognizes that '-where expenditures 
are beihg equalized by a State program. Impact Aid can result 
in "windfalls to districts and thus prevent th^ State' program 
from equalizing.' Furthermore, when a State has a fully 
equalized program, it is mosir likely bearing some of the burden 

< . V • - 

• resulting from Federal, activities, Vhd the' «exception appro- ■ 
priately permits' States to realize some relief "from Impact Aid. 

The law also contains a proviso designed to limit the 
extent qf substitution in districts where total local revenues 
exceed th6 amount cpx^ered under the State equalization plan. 
^hCis, if one quarter of local revenues are in excess Qf .the 
amount covered by the State plan, then one-quarter of the • . 
\ -Impact Aid payments to th^a^ district cannot be -counted in " 
.calculating the. State's contribution. 

1^,^ bri'^f- example will illustrate how this limiTation " 
proviso operates^g^\a State >with a - "f ouVidatio;n" plan for. 
^ State aid which ^fc^ntees s,chool districts- a specified amount 
pel? pupil if a minamum tax effort is exercised. in a State 
where the ^f oundation plan guarantees $1, 000 .per .jiupil, and 
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'the district is able to raise $600 by taxing at the prescribed 
nate, the^tate wili'provide the- remaining $400 needed to 
reach the foundation amount of $i;000. If the district taxes 
itself at a higher rate and thereby raises an additional $20'0, 
this amount wili supplement the foundation and not be counted 
in calculating the State payment which will still be $400'* 
Thus, as a result of its extra effort, the district will have f 
available $1,200 per pupil. If the district also receives $100 
per pupil for Impact Aid payments, the proviso in the l^w * 
limits the amount the State can substitute to *thfee- fo-urths of 
the'Impact Aid payment: that isV'^the ratio of local revenues ' ^ 
^. covered under the State equalizatipn plan *($600) to total locally 
raised revenues ($8000- TBus, the^ State can reduce its payment . 
to the district by $75, to^$525^*bat can'not substitute the* 
full $100 of Impact Aifi. .-As a result, the district will have 
$1 , 225 per pupil, aft-er the Impact' Aid payment. 

As can be seen from this example, the proVisio 'has the/ 
^ effect of treating Impact Aid payments as if they were/locally 

raised revenues, part of which would b^ raised at the prescribed 
tax rate and counted toward the foundation amouat out of 

$100),' and part of which would be raised from* the additional 
effort and considered supplemental ($*25 out of" $100). ^ince 
^ Impact Aid is primarily intended to r/^piace lost local revenues 
thiB treatment is appropriate* It prevents Impact, Aid districts, 
from being given an advantage over non-Impact Aid districts 
merely because their payments are from^^e Federal government 
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rather than locally raised revenues. That i^"to say, the 
proviso prevents Impact Aid districts from receiving "windfall" 

• * ■ 

payments. ' , ' ' 

••Moreovlft, by limiting the amount of ^mpact Aid "the State 
can substitute for S^^e- Aid, the proviso also assures that ' 
districts will not be "penalized" as v^ould be the case if the - 
State could substitute the full amount. 'The jsenalty would be 
that districts would receive no additional funds from Impact 
Aid, even though if the funds had been locally raised, the 
district would have realized 'rome supplemental funds. Conse- 
quently, it can be said that the prcfviso is neutral with respect 
to the State's equalization plan, neither" providing disequalizing 
^windfall payments to districts .nor permftting excessive sub- ^ 
_stitutions of Impact Aid for State Aid. In effect, it allows 
th'e State plan to equalize the revenue^* that can be -raised 
with a- given tax effort for all districts in the State. 

In o^der to qualify for the expeption and be permitted to 
substitute 'Impact Aid for its own aid, it jiiust first "be deter- 
mined that the State has ar| equalization plan. The law's 
general qualifying test defines an equalization plan a§ a 
shared cost ^program which takes local wealth into account and 
which has not been found to be unlawful^ by the State court. 
Over 45 States are estimated to have State Aid plans which 
meet this description. t 
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• • • v - 



. in addition to thi^ general test,, the exception provision ", 
^ has required^he issuance of regulations establishing operational 
tests for determining whether a State has an "adequate" eq'^ali- 
zation program. Two alternative tests have been developed to 
assess the extent to which State aid formulas are equalized.!/ 
The first is the so-called "disparity " .test . , Under this test, ' 
^- a State , is considered adequately equalized if there is a \ 

disparity of no more than 25 .g^ent between jter pupil expendi- 
. .tures'for the fifth and 95th percentile of students'., TMs 

test is very restrictive, with perhaps only foAr. States 
■L expected to qualify. The disparity test has been criticized 
as bei-ng too inflexible to allow for thefehigher costs of educa- 
tional resources in citieS or to accommodate legitimate varia- 
tions in "school finance reform efforts. '.For examplef States 
using "district poWer equalisation" formulas, which take into 
^ account the relative taxing effort of districts, may^ Ull be 
excluded by a 'disparity test , 

As a result of these criticisms an alternative 'Vealth '. 
neutrality'V test was devised whiqh measures the degr-ee_to 

\ * ^ ^ ^ ^ - 

1/ The regulations also provide for a special exemption if) 
the CommissiQDer determines that tijie tests Should nofe^- 
applied due to exceptional circumstance's- within . the State 
To be considered for -the . special exemption, the amount of 
education revenues available to districts und^r the State, 
plan must not be predominately a function of district 
wealth; the program must be designed to provide financially 
adequate education programs and supportive services for all 
' P^^^^f pupils in -the ^t^te., and the count^ijig of 

, Impact Aid mu^t result in mor^ equalized expejiditures or 
^ revenues for education within the Stat.e.. 
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"which a S'tate's program assures that the same local tax effort 
will produce an equal educational yield. This test reflects - " 
the view t*iat, substantial expenditure 'differences resulting 
from above average ^student needs and educational costs' may be 
. necessary to pf'o.v^L^ equal educational opportunity. Differences 
in a school district's taxable we"alth, however, should not be 
allowed to result in significant expenditure disparities. 
, • A State will qualify 'under the neutrality .test if 85 percent 
of its educational revenues are raised in a "wealth neutral" 
way — that' is, finaijced from the wealth of the State as. a 
whole. rather than from a local tax base. Revenues are considered 
wealth neutral if tliy are generated by a program whicr guaran- 
tees all districts y^ithin the State equal revenue per pupil - 
for equal tax effort, or if they a^ distributed by the State 
on the basis of some objective measure of pupil need. it is 
expected that this test will prove as strict ahd narrow an ' 
excefxtion as the disparity test. 

\ Because these tests are so restrictive, it is argued that 
•they provide only a partial solution to coordination with. State 
equalization aid. This is especially the case,^ for those , Sta4:ls 
which do not qualify ;(i:.e., mOst States), since Impact Aid ^unds 
actually^impede their: ability to reduce di^paritieW As shown - 
iR Table 11 (column- Ik, aithougi, most. Impact • Aid districts 'in 
our sample rank in the rowest two quartiles of State and local ' 
revenues per pupil within tn.eir States (1,162 districts) , a 
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TABLE 11: ^Effects of SAPA Revenues Per Pupil on SAPA Districts Classified 
' ' • by State Plus Local Revenues Per ^PupM — 1976 
(SAPA Hirough Tiet 2) ^ 



Average Index of; b/ 



Number of 



State + Local 

Revenues Per SAPA Districts Districts 
Pupil (ADA) a/ ' 'in Sample in Sample 



(1) 



Average All SAFA 
Districts (Total) 



Lowest 

Quartile 2 

2uartile 3 

Highest , , 



2,174 

602 
.560 
- 499 
'513 



* , Noiv-Fed'l. SAFA Rev. 

% SAFA -$1.0 Rev './ADA /ADA Rel . . SAFA+NOn-Eed'l 
Rel. to to State Rev. /ADA Rel. 
St. Avg. . Average to S t. Aver age - 



Non-Fed ' 1 ■ Non-Fp<^ ' 1 • Non-Feder a 1 



SOURCE:. 1974-7-975 ELSEGIS — 1976 5AFA Matched, File. 





Revenue 


Revenue 


Revenue +SAFA 


(2) * 


' (3) 


' (4) • 


. (5) 


100. 0 


1.010 


0.013 


1.0,15 


39.4 


*0.876 


0.025*. 


0.890 ; 


21.1 


0.953 


. 0.016 


U.9b; 


- 17.2 


1.050 


, 0.013 


1.050 


22.4 - 


■1.193* 


0.O18 ' 


1.194 



a/ SAFA districts are ranked and classified in combination with iion-SAFA 
•districts and assigned to quartiles cased on »/itRin-State rankinas.- 

b/ Indice^re calculated as follows: 



I = E 



■ . deqes 



where: A = ADA 



R = Revenues per oupil (either non-Federal / or" Non-Federal 
plus SAFA), as aoprobriate. 

d = District d* \ . - - ^ 

q = Quartile q ^ , . . ■ 

s = State s \ ' 

f 7 "a member of" ~ e.g., Ad^.j^c s equals ADA in ^xst'riirt d, 
.a aiember of quartile/^ q in State s. ^ / 
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. significant number of districts appear in the top two quartiles 

(1,012 districts), and thus would, have relatively hi^gh resource' 

levels even without Impact Aid* funds. These districts receive 

about 40 percent of the total Impact Aid funds which are 

, accounted for by our sample Of districts". " ' - 

.In addition, column 5 ^ggests. that while, fpr the ,mos1J 

part. Impact Aid has an equalizing effect, \hii effect is, 

^at best, very sli^t. Thus, the net. effect o"f SAF,A paymen-ts ' 

is only a^mall reduction in the disparity of pfiir pupil 

revenues b^ween the top and bottom revenue quartiles. — from 

1.362 (1. 193:.0.876) to 1.3A2 (1.194:0.890). 

. When all is said and doiie, perhaps the major criticism 

of impact^id from the standpoint of equalization relates not 

- so much to^what it does,-i^ut what "it fails to 'do. It falW 

< to give some States an incentive to reform their f inaobe^ • - 

r " ' ■ . . . ' 
It^ails to give Sta.tes that have made a modest start toward 

equalization::. an opportunity to achieve further gains ^y off^' 

^ setting payments ,to relatively -well-to-do districts. fts ^ 

previously noted, about 40 .percent of SAFA ^dollaf s go to ' ^" ^ ' , 

districts in the trop two revenue ,quafrtiles, and the effect 

of these payments is often to increase the " distance between 

' . - .■ . • 

spending levels in these districts and 'the State' average . 

' > \ • * 

■ Table 1? illustrates this point for^nine districts in three' 

states." In. TWO of these districts, SAFA payments more "than 



. r. 



double the, district' s advantage relative .to State vaveraqes. • 



Table '12 



Effect of Impact Kid Payments on Expenditures 
Per Pupil of Selected High Impact Distr/cts 
in -the Top Decile of Their States- on Npn-SAFA 
•Spending^ 1974 - 1975 . ' " r 









* • 












• • • 


Sel^ected^DiVricts 




Ratio o*f Expenditures Per Pupil to 
State 'Averages (shown in parens) 


Total 




;r — ^ 






' t Pupils 


V ' Non-SAFA 


SAJFA 


Tota^l_ ' ' 


» Los Lunas 
Central 


362,250 
• 4; 503 
' ^6,160 


($726J.' 

- ■ 1.39 

y 1.30 


($39) 
9.44 
7.41 


($765) ^ 

, i.so" 

1.61 


L^s Vegas • 


3,614 


, . . ■ 1.15 ' 


4.64 




iMOiufi uaKota 


133,-278 


($936) 


■ (-$18) 


■ ($948) 


Mandar ee 


154 


1.87 


33.00 


.2.40 


wnite Shield 


^ 165 


♦ ' 1.48 


'22.^3 


1-89 


^ Solan 


360 


■ 1.15 


-18 .'•3 3 


1.48 


Virginia 


1,091,095 


($916) 


-($15) 


\$931) 


Falls Church 


1,643: 


1.97 


^ 9 . 67 ^ 


2.09 


Fairfax City 


5,064 


1.44 


5;. 20-' 




Fairfax County 


137,13^4 



.1.35 

> 


7.4*7 


* t» 

1.45 


> i ^ . . ' - ^ 

SOURCE: National Council of State ^gislators, Impact Aid and 'Basic School Finance 


Projgrams : 


Can They be Made 


Mor^ Compatible?, J.976. • 


(Special^ tabulation . ) *^ 
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">Our discussion and, analysis suggest that ^ubstalitial , 
be;iefits fo^^^^gt^e financing of. education c^n be achieved 
through further 'Impact Aid reforms which relax present standards 
of equalization to permiljmore state offsetting of payments 
received l|j^igh resource districts. Section^I^ will explore 
tliese reform, options in greater detail, \ . * 



\ 

\ 



The Present Program 
^. In Perspective ^ 



f The preceding evaluation suggests that W FY 197§ the --^ 

Impact .Aid reforms of 1974 were only partially successful in 

addressing most "pre-reform" pri^icisms of the program.^ For 

example, while entitlements* for severaj^ questionable types of : 

chijldr^n ^were eliminated or redii£jed, new provisions, were added 

that guaranteed funding for otheg:, equally questionable • ' ^ 

c^isegorries. > Similarl/, although important first steps were 

tarken to. reduce the dlsequalizing f^scts of the program by 

allowing States wi^h "adequate" equalization .systems to waive 

^ ^the restriction against taking Impact Aid payment^ intq account 

when making State aid tall'ocations strict qualifying t^sts 

• will prevent mo?t States firofn taking advantage of the^ w^ver. ' . 

J Finally, as we have shown,, siilpstanti/l FY 197^.6 Impact* Aid- 

. \ - f.' ' - _ ^ _ ^ • • - 

payments^ coi^tinued tl^flow to districts that were* nqt- ve;:y 



/ 



burdened by Federal ^activity districts • that many would 



^ ^ar^ue have only ifc lov? priority claim on Fed^tl Impact 
♦ dollars. . . - . * 

*/ . " . C " ■ 87.; . . 4 . ■■ 
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Thxs IS not to say that the .1974 Amendments accomplished 
nothing. Indeed/Table 13 indicates that some major^istri- ' 



.butional changes did occur between* F^T 1975 an/ FY 1976: 



Thre 



' table Compares SAFA .payments . to^-'districts, grouped ' according, 

to th6ir percentage of federal children for' 1975, the yeaV 
^ before reform aljd ^976> the^year-i^ which the reform.was' 
Partiall^T implemented for the. first time. . * • 

" AS' may be seen- (Column' 4), reform seems to have 
reduced the percentage share of total SAFA dollars received' ; 
by district, in the -tw; lowest, categories <^ impact. Overall, ' 
these two groupings •^share of the t6lal SAFA budget was redvicid 
by a^out four percentage points, dropping from 24 percent in ' 
1975 to about 20 percent in 1976^ ' . 

^Interestingly,' the combined .sh^re '^ecei,ved by districts . ' 
^*in-fche .three most heavily impacted categories also declined 
somewhat from 1975 levels. Although district^.in the t*.o most 
^ heavily impacted categorizes exp^^H^nced minor share iWeases, 
redactions to districts in. th^ 2 5>4 percent grouping more > 
^ than Offset these gains. Thus /.the combine'd sha.re' of-^total , '. 
SAFA dollars to heavily impacted districts declinfd by about * 
five ^percentage points from about bn^'-hal^ 6f .total fuhding 
in {^75. to about 45 percent in 1976. - ' *' • 

The table' shows that districts in the mode^^a^ely' -impacted 
categories (i.e., those^'with Federal enrollments" of between" 
^ 10-24 ^pe^cent) Achieved majorshare increases in^976. The , 

ERIC / ^* - 88 ' ■ % 



65. 



fable 13. 


" SAFA Payments to 
1975, 1976 Tier 2 


Districts 
and 1976 


by Percent 
Full 'Refon 


SA] 

xiaA 


?A Children — 
























P 




Percent SAFA Children 
^ t - 


^tal^SAFA 
$/ADA 
(U 


SAPA "A- 
f/ADA 
,(2) . 


1- 

SAFA 
$/ADA J 

(3) V y 


% SAFA 
iDollars 
/ (4) 


Total SAFA $• 
■(Millions) 
(5) 


Number of 
Districts 
(6) 


Total ADA 
(Thousands) 
(7) - 




1975 I-aynents^/ 










f 






• 




U.S. Avera({e (Total) 


$ 23.58 


$ 8.96 


$ 14.63^ 


1^ 




$" 542.5 


4,215 


^ 23,003.3 




100% ' 


$ 629.37 

« 


•$ 587.92 


$ 41.45 


12 




$ 66.8 


10^ 


106.1 


» 


* 50 - 74% 


230.51 


166.98 
* >* 
30*. 99 


63.53 






47.9 


104 


207.7 




25 - 49% 


^91.14 


60.1? 


29 


4* 


159.2 


418 


1,747.2 




^ 15 - 24% » 


52.19 


^7.22 


34.96 


17 


4 


94.2 


434 


1,804.1 


i- 


10 -»14% 


28.38 


5.90 


22.49 


7 


9 • • 


.42.8 


493 


i,5oe.i * 


o 


5-9% 


15.65 


2.10 


13.55 


11 


6 ^ 


*#2.9 


1,095 


4,022.2 




5% 


5.05 


.47 


4.58 ' 


12 


7 


68.8 


1.565 


« 

13,e09.8 





1976 Tier 2 PaVaents S/ 
U.S^verage (Total) 
•75 - 100% 



50 - 74% 

/ 25 - 49% 

Q_ 15 - 24% 

10 - 14% 



5 - 9% 

^ 5%, 
1376 Full Refona^ 



$ 26.39 


$ 10 


35 




12.92 


Too . 0 


$ ^10.7 


4.221 


23,138.4 




$ #731.86 


. S 695 


85 


$ 


25.46 


12.6 


5 76.8 


99 


105.0 . 




2 5a. 60 


183 


83 




50.61 


9.0 


55.0 


108 


^219.6 




91.21 


41 


02 




40.66 


24.3-: 


14&.6 


407 


1,629.2 
ft 




4*3 .'55 


11. 


65 


*> 


25.61 


18.3 


111.7 


480 


2,563.6 




24. 8C^ . 


4 


09 




16.38 


15.9 


97. y 


567 


3,910. 5 




12. 2T 


1 


57 




8.99 


11*. 3 


69.0 


1, 247 


5,623.5 








50 




4.27 


« * 

8.6 


52.6 ' 


li313 


9,087.0 







U.S. Average (Total)' 




. S ' 


23 


50 


S 10. 9> 
$ 695.85 


$ 


12.52 


100 


0 • 


$ 


.512.3 


3.876 


21.806. 5 


4 


75 


' 100% 




$ 


721 


27 


. 5 


25.42 


14 


8 


S 


75.7 


'99 




105.0 

*• 




• 50 


- 74% ' 






2-34 


41 


183.83 




50.58 


10 


0 




51.5 


108 




219.6 




25 


- 49% 






'61 


67 
> 


* 41.05 




40.63 


26 


0 




133.0 


406 


1 


,627:8 




15 
10 


-24% 






37 
20 


16 
31 


11. 6S 

4.09 




25.51 
16.*22 


ri8 

15 


6 
5 




.95.3 

79., ^ 


480 

^ 565 


2 


,563.6 
,903 ..0 




5 


- 9% 






8.76 


1.57 




7.19 


9. 


6^ 




49.3 


1,245 ' 


5 


,623.2 




% 


< 5% 






3. 


65 


•*b.S6 

♦ 




3.<ro 


• ,5. 


5 




28.4 


. 973 


7 


,764. .2 
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Hot included 
agonciCH undc: 



in SAFA payaents are aaounts distributed under S**ctlon, 2>j^oonoy P^ld to other Federal 
r Section 6; aoounts paid out for aa^or and ainpolnt disaster assistance under Sheila 
include A- and 'B" plus^ hold haraless aaount^only. Districts uero omitted if none o 
s were nade. ^ • ^ . * ^ 

fL^!I!H'^'*'^.^'*?'tL'i!^::'^^ ^ hanBlessVy^nts only. ^Purtell dlstr/cts ar, 

included. DistrlctWlth^no -A", 'B" or hold harr.less amounts have been o«.tted. DistrA:ts an. 
were re-olassifiedj^ degree inpact. where loss of eligibility for out-of-State "B- children 



necessitated this'^^ustaont. 
FY f976 full reforti data Include 



analyzed 
ren 



^irr^a , K PA/W!nts only. -Districts which hafd no such p^yncnts wore 

oovitted as were those which, due v> out-ofi-State rtforas. t the'ir eligibility.^ PurtoU-dlstricts 
TollTll S^y.i^^n^^' "'^"^ also^liainated heciuse they will t ineligible when 



SOURCE: SAFA Prograo DATA Tapel 
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combined share to di stricts in' this grouping rose by 'about 
nine percentage points'- from,.25.3 percent in 1975. tq. 34.2 
• percent- in 1976. Most of this increase resulted from 'a ' . 
doubling of the 'shares received by the 10-14 percent category. - 
. Most Of these changes can be^eKplained in te^ms of the 

reforms that were enact.d. For .example, i£ .puld ^ppear that 
the reduced FY 1976 payments for Vy/'B" category children. ' 
especially those for "B-out-of-county " and "B-but-of-Sta'te" 
. students, were at ?east partially .-responsible for the smaller - 
shares' received by both heavily and lightly impacted districts! 
•^e reduced number of relatively he^ly impacted distric;ts - 
(I.e. / those With Wr 2', percent Federal enrollment) probably' 
occurred ^ecause some had their children reclassified , as "non- 
Federal" when ,ou-t-of-gtate."B" Entitlements wer^ eliminated 
irpm the program. Apparently / the so^rting and sifting v;kich 
accomaaniek reform resulted ih the reassignment in 1^75" of 
a-nunv^er of fhese districts to lower impact categories. . . 

Reductions in- payment ^shares- and in the number of 
districts ^in the ^west ca^;gory pf in,pact c^ tlso • be attri;;^ 
butgd to the. sorting and' sifting that accompanied these "B" ^ ' 
,c^t,gor.y reforms. On the one "hand, category seems ^to - 

have' lost many districts^thgough reclassification. T^a^is', 
U i5U¥xkely_^hat man/^f '^these districts ^migrated" to h^g^er' • 
impact categories ^hen they clairrLd p^eviouTl^ uncounted 
public hou.si«g Children toward their total Federal 'enrollments . 
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•On the ot^her hand, districts remaining in the category appear 
to have received lowejr "reforni^ payments 'for theit "B** category 
' children. * . * > 

As may be seen,*the moderately .impacted categories ex- 
' perienced increases in tl^eir shares of total SAFA dollars.. " 
Not surprisingly, the. shifting about which accompanied partial 
reform seems also to have .resulted in large increases in these 
groupings' dis-tricts and' pupils. Similarly, large . district 
and pupil ' increases may be observed for the low impact 5-9 
percent category. Although this grouping did not increase 
its share of SAFA dollars, along with the more moderately 
impacted categories, .iTt '^iieems to have been^^ the recipient of 
many reclassified districts. a- * - 

The- 1974 reforms had' important consequences ,' for the, total 
per pupil amounts received t>y different categories of districts, 
'and-^lso for per pupil amounts distributed for "A" and "B" 
category > children (Columrfs 1-3). ' For example, although dis- 
tricts in the three most 'heavily impacted groupings had their 
combined sh-are of total 'SAFX dollai^s reduced between 1975 ancf 
1976, the combined per pupil amount they received increased 
by about $10 per child (i.e.,' from $132.90 in 1975\o $143,52 
in 1976J J Most ofAhis increase can ^e attributed ta normal 
growth in "A" catego'ry payments, although districts in thjsse 
categories also seem to have received some^hold harmless . amounts 
to, of f set their uniformly lower "B" paynchts. 
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Districts in lower impact* categories generally experienced 
quite different changes in theix; per' pupil rates* The excep- - 
tion here is the most lightly impacted category, which seems 
to have experienced a sligHt growth in its total per pupil 
amount because it -lost children at a ^greater rate than it 
lost dollars. Other moderate to Itow impact groupings^ seem 
to have had their absolute Impact Aid dollar increases diluted 
by even larger pupil increases* These changes resulte^d* in 
lower per pupil payments for districts in the moderate to low 
impact range* , , ^ 

To the extent iihat^ the 1974 Amendmerfts sought to reduce 
per pupil payments for lightly -and moderately impacted districts 



and increase these amounts for heavily impacted ones/ they 

-seem to have bfeen somewhat successful. As thi%ta^e shows,. 

' i \ ' ^ ' ^ \ 

similar, successes were achieved in reducing per pupil payments 

•: • ^ 

for the least burdensome **B" category children and increasing' 

payments for ^heavy burdeo "A" category students'; . 

Table 13 also supplies information about how the program 

would have looked in FY 1976 had all hold harmless provisions 

been eliminated andN^ad the absorption component enacted by 

the 197il reforms ^been operating. "Purtell'* districts are 

gradually being phased out of the {)rogram be^cause theyjjrhgive 

lost Federal children and failed e'li'gibility for reasons ' 

unrelated to reform. . Tliey have al>§o been omitted from the 

analysis. Becau'sre Purtell districts wilrl not b^ eligible 
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to participate in the program in subsequent years and ^ince the 
law dalls for pljasing out the hold harmless provis^ns (th^ey) 
e^ire by FY 1979)' and phasing in the 'abspiption (by FY. 1978), 
these data provide a look at hoW the program woulcT appear if 
it were " fully -Reformed" in accordance with Congressional intents 
M^ny would argue that this is th^ only way to assess the 1974 
reforms' and not understate their effects^i^ * 



•The^able shows that, indeed, the extent *that this- is 
the most appropriajte perspective from which to view the 
current program,, our earlier assessment understates the 



changes Congress brought about^. Had the program been fully 
reformed and funded through Tier^,2, total "A" and "B" payments 
would have been reduced by about. $30 million between 1975 and 
1976 and would have totaled about $512 million?" . The number 
of participating districts also would have declined — from 
4,215 in' 1975 to about 3, 876 in FY 1976 — with the majority 
of thegfe losses occurrirxg to districts j^n the lowest category 
of impact. As may^be^seen, districts in this category would 
have also experienced substantial reducti9ns in their shapes 



1/ On the other hand, some. would argue that py looking at 
Tier 2 funding, this analysis, overstates thQ qhanj^^s f 
ijesulting jftsom ref orms ,. since sdme Tier 3 payments were^ 
, • made in FY 19.76. However, Tier '2 funding was used on' 
the theory t4iat it reflects Congressional intent^ in' 
^ FY 197fr, when the appropriations level was set •at an 

amount estimated necessary to fund T.ier,2, and is also 
^ comparable to subsequent appropriations which, specifically 
limit funding to Tier 2. Jncjusion o'f Tidr '3 paym^ts 
'woulc^ reduce the. distributional imprpvements achieved 
through Tier 2. 
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Of Impact Aid (their' share of the total, would have dropped 

from about 12*^7 to- 5*5 percent) and would have lost over 

half of their total 1975 payments to reform. • , L 

* » 

. * On the o^er hand, heavily and moderately impacted dis-^ 
' tricts would generally, have increased 4thein shares of the 

i 

$512 million SAFA budget. For example, districts in the 
first, and second highest impact categories would hav^^e 
^ received share increases of about 20 and 14 percent respec- 
tively. ' Once more, moderately impacted districts would have 

• ' been the major beneficiaries of reform, presumably for the 

same reasons noted earlier. 

\. 

Comparison of per pupil rates ' in 1975 with those that 

would have resulted had the' program been fully ref6rmed in 

FY 1976, shows that rates Would have risen for th-e two most 

heav^ily impacted categories < but woiSTM have declined for'' 

all others. • The table also shows that while Vthere woul(^ 

have been a substantial 14.. 0 percent r'eduction in 'total "B" 

^ \ X 

category payments betwfeen 1975 and 1976, under full reform, — 
total "A" rates would have risen by 23 percent,* enough to 
offset *"B" gategory losses and keep total per^pqpil payment 

rates at about 1975 levels. 

* t * 

The*5e comparisons and those presented earlier suggest 

that the 1974 Amendments made ' significant first steps ( ^ 
toward addressing the Impact Aid program *'s major weaknesses. * 
Nevertheless, as we have noted earlier ^in thiS; section , many 

ERIC ■ 94 ' 
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questionable provisions and practices remain. Moreover, 
the program continues to distribute about 20 percent of its 
funds in relatively small per pupil founts to over 2,500 
lightly impacted districts -- districts whpse Federa^lll^ 
imposed burdens are questionable. Although in this respect 
the program improves upon its pre-reform predecessor, many 
would note that even under full reform over 2,200 lightly 
impacted districts would continue' to receive about 15 percent 
of all Impact Aid dollars — dollars that could be put to 
better use. ' " . ' ' 



The next, section will examine ways in which the precedents 
established in 1974 can be built upon solve some of the 
program's remaining weaknesses. 




4 
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III. OPTIONAL REFPRM COMPONENTS 

The evaluation of the cu^rr^nt program contained in Section ' . 
Ill suggests that there are several aspects of the progra^i- Which 
might benefit from change. This section sets out a broad range ^ 
- Of possible reform options which addresses "the issues of burden,, ^ 
equity, and State equalization. Several^ptions for change are * ^ 
presented which address program 'inequities resulting from entitle- 
ment and payment, rate calculation practices! mTo included are 
modifications designed to improve, the pro^am's ability to target i 
^ districts which are most need^. becauselihey are most heavily 
impacted, still 'otheo: cj^anges are proposed whdch are -directed ^" 
toward improving coordinatioh of 'Impact Aid funding and state 
equalization efforts. A crosscutting goal applicable, to all of ' 
the options is that of achieving administrative simplification. " 

Presentation of the , reform options includes analyses of their-" 
objectives as well as.tiie effects each would-^have on progran,' ^ ' 
cost, district' par Jkpation, and the distribution of" prefc^ 
funds. 1/ This sectif Is intendedN.i^ply feo .outline and descVi^b 

-■1^A^"A"''fnd "B"'.''^^^ ^^'^ sectiJexamines 'changes'in' ' 
for "ft""a^^ n» . "'onies districts would h^H^ceived " 

in 19-,,- current hold harmless provisions expire 

Ssu^icti,;^ ana ^s3f ?"J^i;ge's"ff tL^?"" "^""^'^ approptifte/ 
DeCMsa it; 'has been th» ?nf2^t J ^ Paymsnts seems reasonable 

with public housing- children)'. " - , > "^^F^^^^ (e.g..,. tiiose • 
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y±f effects of eacH individual option presented. No attempt 
is made to combine reforms. Because of :the often complex " 
interfSlationships among the various parts of the program, it 
would be.very misleading* merely to add up -tie effects of the 
options., Cofhsequently, Section. IV will combine selected - . 
options into reform packages designed to illustrate more com- 
prehensive approaches for reforming thgy program. ■ 

♦ 

Modificati ons Affecting the Types of Children for - • 

Whom Payments Are Made .and the Way 

i Payment Rates Are" Calctaated 

^ As we have seen,- the. present program allocates funds using. 

a formula which counts each district's Federally cpnhected ^ 

children (weighted to reflect the relative amount of burden. 

each represents) and multiplies this count by a paymeht'xate ' 

Which IS intended to approximate the p'ortion of per pupil 

cos.ts that wbuld have been paid frqm local revenues had Federal 

impact never occurred. Although p^^t investigators have 

examined other payment strategies (e.g.., direct Federal tax 

payments, net burden compensation) ari^ often have considered 

the present per pupil payment formula a less than ideal* way 

to calculate entitlements, most have generally concluded 

that-,, all things considered, the present arrangement is tlje 



most technically ahd p61itically feasible method available. 
It i\f or this reason that 'the refo^ options affecting the 
present program's compensation system focus on changing the 
kinds of children who are coynted for entitlement purposes and 
the methods used to determine local contribution .rates , rather 
than on the form of the* compensation formula itself. 

Reform Options Affecting Types 
. of Federally Connected Children 

for Wh om Payments Are Made |' " 

"Under present .law, entitlements are based on. the number. and 
type of Federally -connected children who atte'nd school in a 
recipient district.. As has been noted, districts may now claim 
entitlements for over a dozen different categories of . childreVi 
some o^ whom, it is argued, represent no burden .on t^e district- 
or oTily^ a small burden. Because of the somewhat ambiguous ' 
n.ature of the- losses- crea^ted by sucK children, many have 



1/ For example, Battelle's analysis of the program notes tha* • 
"The ideal entitlement formula would calculate the total 
costs of education in, the district, subtract the total costs- 
that woudd have been incurred if there had neVef been a " 
Federal impact on the district and pay the difference between 
^hose costs, after subtracting the added revenues made avail'- 
sfble from Federal activity. These added revehues would be. 
derived l^y taking the actt^cil i;evenues of. the district and sulr 
tracting what those revenues would -have been had there 
never been a Federal impact on the district, but had the 
district continued to levy the same tax rate as it cur'rently 
does." However, Battelle goes onto;note that unfortunately 
•this formula 'is unworkable because there is no correct way 
to estimate what either the costs or revenues would have been 
had/ there never been a Federal impact on the dis'tr'icl'." See 
Bat'te?le Memorial Institute, School 'Assistan ce^n Federally 

• ■ Afiffcted. Areas , 1969, pp. 84-85! '' * 



■suggested reforms that would merely, eliminate or 'reduct entitle- 
ments for all but the^'most buxdensome categories. ' ' 

Several of' these entitlement reform 6ptions were investi- • 
-gated- as part: of this study. _ (See Figure 1 for an ' overview of 
< these). The most far-reaching would eliminate entitlements 
for all "B" category children. This reform was proposed by 
the current Administration in FY 1978 -and by several previous 
ones as well. it is 'generally justified on grounds that children 
'wh-ose parents live or work on Federal property, but not both, ' 

rep^resent much less of a potential Revenue loss for a district 
than children whose parents live and work on non-taxable Fed- 
^r^l pr<5)perty. 

. Opponents of^this measure argUe that it is a severe one 
whdch\elirninates entitlements_ for many' justiciable "B" category 
children. Among these opponents, tho^ sympathetic to reform 
,argu-e for changes that are more selective 'and • le'ss exti^eme. 

Several such reforms .were investigated.. The harghes^ of 
.these examined the impact on payments of eliminating entitle- 
ments' for a»ll butj^the most unambiguously burdensome "6" category 
children — those whose parents are in the uniformed services 
or who- are civilians living on (non-publicj housing) Federal 
property. " ^ 

; Since It can be argued'tjiat there is at least -a partial \ 
tax lols associated with children whose parents work but do not 
•live on Federal property - a loss that would go uncompensated 



FI6URF ^: Ovmlew of Reform Options Affecting Types of Fedenlly -Connected CWldren for 



Are Hade 



gjtidh " 



D escrlptio rT 




. .Wribm Payments 



Pro/Con 



1 ^ELIMINATE PAYMENTS FOR ALL "B" CATEGORY CHILOREN. 



Pro 

. Would retain payments for most bm^'ensome "A" i 

/category children. 
Con ' .X 

' ^. Harshest reform examined/ jel iminates o\*r 4,100 

districts and reduces/i^aymentsr by overfeo pertertf*- 
of current Tier 2' level. « 

Eliminates payn^jfts for Tightly and heavily, 
Jmpaljted districts alike. , 

Has been pf^osed-and rejepted in t\)e past 
becausf/ti. would el Iraipate. payments for Ajany 
;iustif^ble children (e.g.: mil i^ary "B's") ^ 



% 2 ELIMINATE PAWEMTS FOR ALL **B" CATEGORY CHILOREN'. 

EXCEPT THOSE 1<ITH PARENTS IN THE UNIFORftO SERVfCES 
AND THOSE WITH PARErfTS WHO LIVE BUT DO NOT WOW( ON 
FEDERAL PROPERTY 




Would retain paiyments for. "A" children and ^st 
burdensome "B" children. w 



Althaugh l^s harsh than Optlon^J , stilT eliminates 
paymeqts for many "B" chUdren Who are a burden on 
the district, - ^ ^ 

iliminites 441 districts and reduces Tier 2 
payn»*nts by about 40 per(?ent. 

Eliminate^ payments for lightly 'and heavily 
impacted alike. 



ELIMVIATE.fAYMENTS FOR "B" CATEGORY. CHILOREN WHOSE 
PARENTVWORK ON FEDERAL PROPERTY IN A COUNTY OTHER 
THAN/T«E ONE IN WHICH THE DISTRICT IS LOCATED 



Pro 



Eliminates paymen^ts for l^east burdensome "B" 
children. Par^ents of these children work dn 
Federal property in another district. » The 
property wotild be untaxable to the district everv 
if It wefe not Federally owned. 

Option. is logical extension of 1974 reform which 
eliminated payments for out-of-State"B" children^ 



Con 



Without Federa}' presence, these children might 
live In another district. 

Even though tax loss occurs for adjacent district, 
district of residence experiences a service burden 
becatuse It must educate. 



"^X • • 

Pro ^ 

. Public^ housing Is locally owned. Federal government, 
does not require that conminlties construct these 
units. 

.^Federal government lal ready provides subsidies and 
in-lleu-of-tax payments foe this property. 



ELIMINATE PAYMENTS FOR PUBLIC HOUSING CHILDREN' 



f (UP 

ODriai 



More efficient and appropriate means exjst 
whereby the special educational needs of children 
in th.ese units can be met. .... 



Con 



By subsidizing public -houling, Federal government 
may draw these jtigh need children into a district. 

Eliminating these payments would adversely affect 
center city districts which are already hard- 
pressed, for resources. Payments to these districts 
would be reduced by over 30 percent. 
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under the preceding reforms - more ^elective (odif icatibns 
which wouM.only eliminate entitlement^ made on the basis of 
the most qufestionabiy burdensoi^e types of children were' also 
invenigated." Specifically, t^o* such reforms were examiked 
on^ which eliminated paymdiits *based on entitlements to public 

•housing^children^(bc^th ''^A" and "B", public housirjg studeVs 
were eliminated); and a sefcond which eliminated payment^ 
result^ing from entitlenjehts to children whos'e 'parents 'worlT 
on Federal property .located outside tlje county in which the 
district i^s situated (i.e., entitlements for "B-oUt" children). 

•it would Jjave^ -been d^sirab'Je to test a reform .-which eUjninated'. 

entitlements f.or ali childrefl whose parents Work on Federal *• 

pronert-v in,anothpr diyri.cf, not. just tHbse in another 

• 'V - ■ ' . > ^ 

x)unty; howuvai , Locj^a or| dat a w .(Oiided. subh an aL,ief-4i..ent . " 
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The fiscal impacts^ associated. with implementing these^ 
reform compcTnents are summarized in Table 14/^ Th6 table shows 
FY 1976 Ti-er 2' "A" and "B" ,fu,li reform payments for districts 
Classified by degree of impact metropolitan .status , and. ; 
property wealth, as weLl^'as' the percentage reductions In tkese 
amounts tlxat would result, from" each' of thfe four entitVement ' 
reform* options. * \ . 

All; of the reforms would result in some deduction, in total 
costs. Reductions ranga from a low of about^ 5 p'ercenl. {$,25 
million) When e/)titlements. for '•iB-ouf '.children are eliminated);^ 
to-.a hi;gh of over 50%ercent ($273 milUon) 'when all "b^-- 



TABLE 14. Pe^nt Reductions in Full Reform "A" + "B" Payments Resulting Prcca Reforms Affecting Children For Whom Payments Are Hade 



District Charax:tcristlcs 



ALL SAFA DISTRICTS. 



Percent SATA Pupils 
75 - 100 
50 - 74 ' 
25-49 
15 - 24 
10 - . 14 
5 . .9j 
Leas TtMui 5 



" r 



Hetropolitan Status 
'cei?Kii City 
Suburlb«n ^ 
Non<Metropolitan b/ 
Unclassified 'a/ ^ 

property per Pu^il c/ 
Lowest Quartll^ ^ 
2Ad Quartlle 
3rct Quartile 
Highest Quart he 



Fuliy^ Rofonned FV^b 
♦Through Tier 2 



« of 

Districts 
(1) > 



A 4 B 
Payments 
(2) 



3,876 $512,336.62 




898 
799 
69& 
673 



$163,92(S.24 
106,568.39 
73,749.29 
83,902.25 



EiiminaLe All B*s 



REDUCTIONS^ INCURRED A^Ier IMPOSING REFORM 



# of % Change 

Districts in A-i-B 

Eliminated a/ payments 

(3) . (4) 



2,125 

2 
9 
79 
190 
277 
831 
735 



-33'. 29 

3.52 
-21.57 
-49.74 
-68.65 
-79.85 
^-82.10 
' -84.62 



Elim.All B*£«EX(;ept Mi^, 
Civ., Live-On Children 



# of % Change 
Districts in A^B 

Eliminated a/ payments 
(5) . t6) 



111 


-73.59' 


7 


700 


^ -60.34 


92 


1,047 


-34.13 


232 


267 


-26.48 


110 


505 


-43.70 


84 


-470 


"66.14 


. 72 


404 


-67.01 


^ 82 


s 385 


-74.07 


68 









441 

1 
5 
18 
41 
70 
176 
130 



-3^.50 

- 2.71 
-14.20 
'31.55 

-46.83 

\ 

-67.74 
-66.85 
-69 .'8 5 

-59.62 
-39.88 
-25.76 
-20.17 



Eliminate Out-of*County 
Payments 



# of \ \ Change 

Districts , in A+B 

Elinyin^ted a/ \ Payments 
(7) " ^ (8) 



64 



1 
7 
10 
24 
21 



5 
46 

13 ' 



< 



4.96 



Districts a* considered to tlte eliminated when A+B payments equal zero, 
were dot reapplied after the reforms. 

These districts could not be classified b/ metropolitaii status. However, most are 



Eliminate Public 
"Housin g 



# of % Change 

Districts in A+B 

Eliminated a/ . Payments 

(9) " (10) 



43 



5 
20 
17 

3 
13 
26 

1 



-10.58 



- 0.21 • 

- 2.17 
•-10.16 

-35.16» 

-l6:98 

-18.77. 

/ 

-31.33 

- 3.09 

- 2.56 

- 0.61 



iteria of 3 percenfi&r 400 Fedorslly connected children 



c/ Districts are classified on the^.i, of within-State rankinqs. 

SOORC. ^976 sXta program oita ,^tched with 1970 Ce*us (Metropolitan statu,7 and 197^-1975 Equalized Property Data 






3.28^ 


\ ^ 


- 3.70 


6.20 


\ 


9.28 


9.50 




- 8.29 


6.01 


\<? 


-35.90 



■tte£ropolitan\in character. 



rdperty per Pudil) 



^category entitlements are .eliminatea. " As may be*Sefen, elimi- 
.nating entitlements fior all but military and civilian (non- - _^ ■ 
public y>u sing) "B" children would fesult in the, next highest 
reduction (about 40 percent of FY' 1976 payments), while -elimi- 
nating public- housing entitlements would rfesult in program 
saving's of about. 10.5 percent. , \ * 

Table 14 also shows the estimated number of districts that 
woiiild be eliminated from the program under each of the reJforms..i/ 
Once more, eliminating all '.'B" category entitlements would have- 
severe effects. Almost 55 percent (about ' 2 , 125 di^stricts) of 
all recipient, districts examined would' be eliminated due to 

- this option.^ Eliminating entitlements for a'u.'but the most 
burdensoWe "B" 'children-wouM eliminate the next i^fi^st number 
Of districts (about 441 in all), while the remaining reforms 
would have relatively negligible effects on this measure of 
reform impact. ' * 

,- . ' ' ■ ■ . (■■■'- 

1/ Districts ^'were considered eliminated when "A" and ^'B" pay 

. ments would be zero as a result of the reform: The dvxreni: ' 
^ prpgram's eligibility criteria -wdre not reapplied. " ReltoXi- 
cation of these criteria would, result in ' suhstantially great- 
er iDBses of districts and dollars: ' . ' • 



Eliminate 
All B's 



'#Dist. %Chg.in 
Elim. A+B Pay, 
(1) (2) 



'Elim. All 
B ' s Except 
Mil. &-)Civ. 
Li^e-on 



#Dist./ %Chg. in 
Elim. A+B, Pay. 

' (3) (4y 



Elim'. 

• Out-of-Co, 
~ Payments 



#Dist. %Chg.^ in 
* Elim. A+B Pay. 

iV (6)'; 



Elim. Public 
Housing 
, Payments 



#Dist\^ %Chg. in. 
Elim. ^ A+B Pay." 
(7) ^ 



3,041 ^-55.''53 



2;642 -42.1 



649 • -5.74 



491 -ir.39 



. ' j . . 80.- 



, .Because aggregate figures hide important^^mpadt patterns, the 
distribution and Inagnitiide o: reductions across different types of .. 
districts are also o'f ititeteit when ev^luatin^ Jhese reform' options. 
^ -For example, one^ of the, seyerest '^iticisms tha^p might be,lev^led, 
, aqain'st,_.the- reform which elim|Lnates all "B" c^tegoi:'^ entitlemertts is 

that it., results "in relatively; large' reductions -for ! heavily -and lightly 
•- impacted districts alike. P,c^Dr^districts as well As , weal thy ones- 
• experience large losses^ from .this reform and, as may be -seei, paytn^nts 
N to centr^ city districts arejalmost entirely elimin^ed. Similar"'' 
-observations might be made r^gkrding the .reform, opii'on which eliminates 
entitlements for- all but the4ost burdensome "B" category' children, . 
althoug^h, as one would exp'ec|, losses to poor, liaviljr. impacted, • 
and city districts ^are somewfiat lower than when ali.'"B" payments- ' 
are eliminated. -X \^ ^ ' • 

\ ' ■ 

Reductions, resulting f if^m the public housing aftd' "B-out" reform - ' 

options seem much more equit^bay distributed in terms of degree of . - 

Federal impact and property wealth, with lightly impacted and wealthy 

dist/icts bearing J:he^ brunt pf the reductions. However, the public' 

housing reform results in- k .Wsproportidi^Ttely large reduction, in 

. central city district paymeiits. Given the present ^i^pcal diffi'cul- 

^ ties of these districts, thi|s may be a criticism of! reform; 

howeve.r, the results were n^t uneS^pected', since most^ public housing 

projects are located in theqfe'city districts. i 

lfc • ■ .- • ' * V. 
. P_ — _ 

- Each bf the four reforms' which have been Examined'- attempt' to estab- 
lish the principle that the Federal government's responsibility should 
extend only to students who represent a geWine Federal' burden on thei* 
ErIc^^^^'^^" °^ these- options, the first two are" the harshest and, in our 



opinion, the least justified since they'indiscriminately eliminate 

payments for" many children who do represent a genuine Federally. 

imposed burden/ The last two" reforms are more selective and^eliV- 

inate payments for children whose Federa 1 burden on a district is 

-- .V .. ' • ■ ' ' ''^ . 

more ^estionable, Making ' payments f'or children whose^arents work 

* t 7- ^ . • 

on Federal -property in Another district is a practice , that is 

difficult to justify' and should be, reconsiderea . Eliminating pay- 

-ments^^for pj^ic housing clj'ildren also" makes .sense, biitwii;! be' 

more difficult, to accomplish. Although these^ihi Idreh do not 

represent a burden in the 'impact Aid sense, they of1:eo are educa- • 

tionally .disadvantaged and in need of special assistance: Moreover, 

^elii^iinating publis housing {payments will' have its mogt adverse, effect 

c5n center city districts whose current, fiscal diffitultles are 

well known. Implementing thi^ reform may thus'well be impossible 

unless the legitimate claims of the?e children a'nd their dis^.ricts 

are addressed through' increased efforts iri programs lik^itle i, 

ESEA -- programs which are .designed' to deal more ef f ect4veiy . wi th 

the real educational problems, 'of these groups.' 

0 



Reform Options Affect igg the Way L ocal* ^ 
Contribution Rates-Are Calcula ted- ■ 

' The preceding section dealt with reforms that would . improve 
compensatiQii_^by elimir/ating entitlements for children who are not a 
Federal burden or who are less of one -than others. This discussion 
examines reforms that would alter the way local ' contribution rates - 
are calculated. The cha^nges we will examine are intended to improve 



' • . ' • • ^> 

. • ■ ^- " • • . • / 

• • • • ) // 

/ 

'compensation ft)r Federal burden by more accurately approximating 
a district's average* per- pupil costs oT educating Federal stu^- 
dents or by better approximating what per pupil ed'ucational eX- 

• ' ■ ■ •/ - ■ • ■ ' "• . 

penditures (or revenues--) /would be if the district were no^ 
Federally impacted*.. As will becofae clear, none of the reforms 
presented here is optimal from all standpoints, but each responds 



to a specific 'set of criticisms of existing methods. Thus, any 
final sel-ection among %these options must depend on the balance 
that is struck between competing factrors. 

Figure 2 offers a- scheftiatic overview of the four reform 
options to be considered.' Two points stan^. out: All options 
^ould restrict or eliminate the . comparable distric^ method, and 
bhroe of the four would also dispense wii:h the oijfe*-half 
average method • Perusal of the "Remark^" coliint?/ of Figure^2 * 
•will also serve to illustrate our previous coimetit 'about com- 

petiiig factors. These include reasonableness ^f assumptions 

• • • " " , / / 

regarding Ffederal .impact on district expenditures and/or revenues ^ 

distributional effects relative to district wealth and burden, 

evenhandedriess with respect to different State school finance 

Systems, and ease of program ac^ministruti^^^ " - 

pAs may be sea^ from Figure^B, the firsj: option examined / 

^ ' ' 7 - . • 

represents perhaps the most modest reform that might be made to 



the present system. It would jrefine comparable district selec- 
tion criteria arid tig^hten up on Federal review and approval" pro- 
cedures while restricting the use, of the method t^>~^eavily 
irmpacted districts' (i.e., distric^^s where "A" ca^tegory children 
►and/or "ET' category children who^e parents reside, but do no^: 



' lb 



FIGUKE 2: OVEWjpt OF OPTIONAL IXfcAL CONTRIBUTION RATE REFORMS 



Option 



, 1 



ERIC 



Comparable 
District 



l^cstr^Lct use to 
districts where 
"A" and live-on 
•^^B's" are at 
least 50% of / 
total ADA ^ 



Restrict as 



1/2 State 



E FFECTS OF O PTIONS ON METHODS OF CALCULATING I>C R' s_v^ 
le V 



'1/2 U.S. 



( Retain both minimums, for rnoder'^fply 
and lightly, impacted districts) 



Automatic for all. but 
high impact di*stricts 
as defined under ^ 
Option Ik 



-• ^ 

Eliminate 



Eliminate and 
replace with 
rate base^ on • 
State's avg. 
local expend- 
itures . 



Elimxnato and 
replace with 
rate deter- 
mined by mul- 
tiplying each 
district's , 
revenue effort >^ 
times Its 
State's avg- * 
local property 
wealth per pup 
pupil. 



ftetam as basic ^ 
minimum for districts 
not ^ Using Stat^ avg 
local expenditure 
method. 



Modify to guaxTantee 
1/2 average revenues 
in' the State and 
retain as a basic 
minimum for dife- 
tricts not* using 
"tax effort" cal- 
culatix>n method. 



Imperfect approximation 
but option does reduce 
likelihood of excessive 
compensation fqr 
districts ^hat are well 
to-^o in spite or because 
of Federal activity. ' 



Eliminate 



Reasonableness 



Preferred to Option 1. 
Nationally about 1/2 all 
State educdtioh expend- 
itAUres ajfe derived 
locally. Assumes 1/2 
Statfe' average le a 
^reasonable estimate of • 
what average district ^ 
costs would be without 
Federal in?>act. imper- 
fect because does nokt 
adjust fo:; expenditure 
differences between or 
withm States. Other- 
>wise< Cation 1 conaocnts 
pertain. 



Makes reasonable 
a«suii^tion that without 
Federal impact district 
costs would be '£U£X)U^ * 
equal to their State's 
avg. local expendi^ujres 
Imperfect because does 
not adjust for cost 
differences betweer> 
districts m same State 
Option 1 comments also 
apply . • : 



'Makes reasonable ^* 
assumption that without 
P^deral^ impact district 
wealth would be about 
equal to State's ^vg. . 
Imperfect because it 
doos not account for ^ 
effect of other servic^ 
detaaivis on wealth of 
certali) districts (e.g.. 
cities) . Option 1 
cc^aEQents also apply. 



. REMARKS 



Distributional 
Effects 



Modest overall- reductions 
Progressive on wealth. 
Partially progressive on 
jjercent Federal children. 



Not evenhanded — 
favors districts 
in high State aid/ 
low expenditure 
States m6re than ^ 
others. v 



Largest acrof s."the-board 
reductions . Reductions 
are nevertheless progres- 
sive on wealth and^par- 
tially so on percent of 
Federal children. 



Results in relatively 
large overall payment 
reductions. Reductions 
ar^ highly progressive, 
on wealth £ partially 
progressive on burden if 
one (\isregards option's 
effect on payments to 
one unique, heavilyk 
impacted district in 
Alaska. 

\ 



Smallest overall reduc- 
tions o^ all optipns 
Wamined. Althpugh poqr 
quality data preclude 
definitive assessment, 
appears to be^mostt^highly 
progressive of all 
options 90_Sicalth and 
r e 1 at t i ve 1 y^^^^^t^ s s i ve 
'op burden. 



^enhandedness " 



From one perspec- 
tive, toqrc even- 
handled than Cation 
1, but still fa- 
"•"vors districts xn 
"high StCate\id/low 
expe^ture States. 
Although these 
districts lose, 
they lose less than 
if they were being 
compensated on 
basis of St^tc 
avg. expenditures. 
Conversely, dis- 
tr'icts m low , 
State aid Stated « 
,are ilnder-coa^en- ' 
'sated. 2 



Option is even- 
handed. State avg 
J ) local expenditure 
"jmetfiod is a ^^easoi 
able substitute fo 
coc^rable district 
method in low State 
aid Spates. 1/2 
State a<^. minimum 
IS a generous de- 
mmimus for high 
State aid'^tate 
districts. 



C^tiont IS generally 
evenhanded arA 
equalizing. • 



Administrative 
^ ^ Ease 



Involves strioter 
monitoring of 
compa*fable dis- 
trict method, but 
for fewer dis- 
tricts. 



Seune remarks 
apply as for 
Option 'l.' 



/^mistratively 
ihcm^t simple 

ton to imple- 
ment. 



Most difficult 
or all options 
to implement. 
Would require 
collection of 
accurate up-tp- • 
4a te property 
wealth and rev- 
enue effort data J 
for "all partici- 
pating^ districts. 
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work, on non-public housing Federal property comprise at. least 
50 -percent of tota^j enrollment) All other districts would be * 
required to calculate their LCR's using the higher of the two' 
current miniirtum methods. ' \ 

The principal nusti^ication for this option is that forcing 
lightly and moderately impacted districts to use one of the two 
minimum calculation iriethods reduces the likelihood that dis-' 
tricts which are relatively well-to-do despite Federal impact 
or whose financial characteristics have been improved' by Federal 
. activity will use these as a "means of increasing their: Federal, 
grants. Because' heavily impacted districts are generally unam- 
-biguously burdened by Federal activity, the possibility that 
they will be able to take similar advantage of the" comparable 
district method is less likely (or at, least the thought that they 
_ might do so is somehow less distasteful). For this reason* these 



• *1/ Many contend that the most straightforward modification that 
^ could be "^^^^3^to impxove the .present competiscttion system would . 
be to leaj§gj^fe^4hc^^qr less, intact whi^le refiniog comparable 
di.strict selection .criteria and tightening up "on F*ederal re- . 
! view' and approval procedures. This was^ essentia] ly the 
^ approach recomift^nded by GAO after it' fpund that gurrent selec- 

V tion instructions and 'review procedures provide no assurances 

that districts selectisd are, in fact, comparable or that Jrtie 
^ rates calculated ar6 reasonable. While the proposal to 

"clean up" the program has me^it ahd, in fact, would be adopted 
forTieavily impacted districts using the method under Options 
1 and 2,' we do not^ believe the strategy is^,,,§y:f ficient by 
itself In effect', ^ we feel that the compaiTabre district method 
is inherently defective because it -requires' the selection of . 
' districts comparable to the type of community the district 
* ' f became as a result o^. Federal impact, rather than to what the 

community^ would iiave been had the impact not /occurred . More- 
over , \ meraly ** cleaning up" the .comparable ,difetrict method ' 
will do nothing , to ^correct compensation errors which present- 
ly result from minimum calculations which are equally impre- 
' • cise. ' . , ^ ^ 
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•.districts are permitted to continue -their use of the comparable'' 
. distri<<^ method-. Esseji^tially , Option 1 mak^s a judgment that,''' 
to the extent that they occur, comparable district compensation 
errors- whiph favor-high impact districts -are mare acceptable ' 
, than those that benefit districts'which are leap -clearly . burdened 
and, in fact, -may have_ beeft helped once alreadf. 

Although this first reform option moves, awl y from the practice 
of compensating districts on the basis of characteristics acquired 
as a result of Federal activities , tKfelact that ' it ' permits some^. 
^ lightly and moderately impacted districts to ccjntinue.calculatinV 

their rates by selecting the current national minimum method 
p may irritate those .who believe that the^ program il intended 

prijnarili.. to offset^the added local costs of e4Jicating Federally 
, , connected children:. Although one could maintain that' considera- 
. tions^of inter-State equity argue for -retention of the national' 

minimtn. calculation method, critics 'will' correct ly note that the * 
impact Aid program is concerned pr^arily with compensating fdk- : 
reduced district expenditures or revenues,- and that its scope 
and coverage are too narr<5w to deal effectively with equalizing 
Ixpenditures or revekueg across States-. These critics will jus- • 
^ tif iably argue that by offering a minimum°*ca^culation m^ethod " " 
based on the nation^i ayerage, OptioA 1 merely perpetuates an . "^^v - 
. i;iequity of the ourrent program: that district^in -low exp6n- " 
■ diture States are compensated directly for 16w;overall ' spending a 
.levels, while districts ih high expenditure States , ^.where' <posfs ' - 
are generally;/ above average, .are not extended a similar courtesy. . ' ' 
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In effect, one could contend that if the national minimum method 
is appropriate, then so ioo is a cost of education formula adjust- 



ment . 



The second option addresses these criticisms. Basically, 
thil, reform is the same as Option 1, except that rather than per- 
mitting lightly and moderately impacted distr-lcts''; to select from 
- between the two current 'minimum calciilatiorj m'ethods-, it ^quires 
these districts to use the current Stat^ average method. Because, 
on ave-rage, about one-half of all statq education expenditures 
, are derived from local revenue sources', this 'option moves' a step " 
closer toward the goal of compensating districts for increased 
local costs. By elimina*ting the national average calculation 
^nd restricting use of the comparable district method, th4 option 
also moves away from several practices which result in inflated 
approximations of what district costs would have jDeen in -the' 
absence of Federal impact. 

Critics, of this option will note that while it does eliminate ^ 
practices vyhich result in the most significant overcompensation " ' 
-for districts, it creates new prdblems of its own. m particular, 
while it^ is true that nationally about one-half'"of all State 
education ^"expenditures are locally derived, in fact, lik^ most: 
averages, this one overestimates the percentage in^'some States 
and underestimates it in others. Put another "uay, basing district « 
LCR's in all States on. a national average fails to adjust for 
expenditure differences between and within .the States. Thus, while ' 
•districts in high state aid/low expenditure States will goneraliy^ 
find .their rates somewhat reduced by. this option, they will also 
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continue • to 'receive hi^gher amounts .than if they were being com- 
pensated exclusively on the-'basis of average local expenditures 

in their States. Conversely, districts in States where at least 
"one^half of al-1 education expenditures^ are derived from local 

sources. will' be compensated at lower than State average rates. . 

In effect, aTtiiough Option 2 is more . evenhanded , than ' Option 1 

because it eliminates the national Average floor for districts 

' ' > \ ^ : 

in 16w expenditure (generally low local aid^ Statg^, critics will 

note that it too results in an imperfect \set' of approximatic^ns 
for'what district expenditures would have been in the^'absence of 
Federal impact. ^ " • ^ . ' , 

The .last two LCR reform "options to be examined eliminate the 
comparable district 'method entirely and move \toward compensation 
schemes which utilize tbe local expenditure and revenua. patt6r^s 
in each State to more perfectly approximate what district costs 
wou.ld have been had Federal impact not occ^urred. . The first of 
these, Optioh 3 , would set a district's local contribution rate 
at either it& State ' s'^vera^ local -expenditures per pupil/or 
at one-half its^State's average non-Federal expenditures pupil 
wilicheVer is higher .i^ This option was' chosen l>eca\^.. of -its' 



ly "State average local expenditures" were calculated by multi- 
plying Ipcal elementary and secondary school current operating 
'expenditures by 'the percentage^ which local revenues were of 
total revenues in the^ State. This product was divided by 
State ADA to obtain a* per pupil amount. Since FY IS'^G SAFA 
payment r^tes are based on FY 1974 data, revenue-s expenditures 
and ADA-are also for FY 1974. 



/'administrative simplicity and because, not irnreasonably , it 
assumes that Kad Federal impact not occurred,, .district per pupil 
expenditures w6uld be about the same as. the current aveViige' f or 
the^Sta^te. The one-half state average calculation method was in- 
cluded to. provide districts in high state aid/low expenditure 
States witn more compensation than they would receive were average 
locaJ."expendi^ures .used exclusively. In effect, it, was judged' 
that as a deminimus payment mechanism, the State average method 
yields more reasonable approximations of what these districts' 
costs would have been.without Federal impact than does the U.S. 

I 

average .method. ^ . . ' ' 

* * 

For many, the major problem associ^ed with.this^ option will 
be that what it 'gains in simplicity , comes at the expense of fail- 
ing to reflect differing situatioijs throughout the State. In 
effect, many will prefer an option that allows payments to vary * 
with each district',s expenditure or revenue effor;t for education. 

.The final LCR reform examined in this section woulcl partially 
-Address these criticisms. "Originally., proposed in the Battelle ' 
Study, Option 4 would guarantee eadh" district its State'' s average 
per pupil property base. Local contribution rates would then be ' 
determined by multiplying this State 'averag,^ property base by the 
district's own revenue effort rate, .According * to Battedie, this . 
op'tion has several benefits: , * 
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.it makes a very reasonable assumption about the ^ 
likely- situation in the district assuming the Federa^l 
governrtient has never had a;i impact on it. In'/effect, 
it presumes that in the absence of Federal impact the 
district would tend to hafve had' a tax base per pupil 
^out liKe the current avera5e in the State. This • 
approach is- preferable to giving the district credit 
or bl^me for Federal impalcts that tend tfo reduce or 
increase t^x ba^e per pupil. This assumption is 
more likely to be . true than the one^ inherent in com- 
parable districts 1 . . (xwhich requires,) . . . ttie ^ selection 
' Of districjbs comparable to the type of community the 
district became. .. , not distr;Lcts comparable , to what 
the community would have been' ^had 'the Federal impact 
not occurred."!/ 

A sepond advantage is that tftis , option , guarantees that no district 
can increase its LCR merely by manipulating .the method of calcula- 
tion. As Battelle aotes , "The onl]^ way that'.a .district could raise 
its Federal payments is to =^onvince the local voters or political 
decisionmakers that additiolial expenditures are necessary."!/ 
Critics of this option will note that ^t has several major 
drawbacks. First, it fails to adjust for the effects ofvother 
serviice demands and higher costs on the wealth and' fiscal capacity 
of certain districts. That is, while many may prefer this. option 
. over the\thers, they will also note that it still only imperfectly 
adjusts for different local circumstances/ particularly the higher 



1/ Battelle Memorial Institute, g chool Assistance in Feder ally 
Affected Areas, \969 , pp. 94-l9^^ ^ 

2/ This may be a disadvantage as well. A predominantly Federal 
'^district, (for example/ one with a 90- percent "A" category en- 
rollment) might find\.t advantageous to raise" tax rates in 
order to increase Impab<t Aid payments. Assuming that such an 
action was not prohibited by State or local laws, doing so 
would cost the Federal majority very, little* It could, how- , 
ever, result in disproportionate cost increases for^the ci- 
vilian minority* Many will/bonsider this inequitable. 
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costs and r^on- educational service burdens that affect r&yjenue ■ 

efforts and fiscal resources in center city districts-. While ' 

^ our analysis has not dealt directly with" this crititism, we 

' agree that is a legitimate, issue and an" appropriate topic • 

for futur^study — one that^ needs . to be addressed for this/' 

and all other', options "which rely on average values tp calculate^ 

compensation r,a-tes. ' '• • ' 

<" . . » 

This aption has at least one other major drawback- which 

we have addressed. Specifically, it is not neutrajf in the 
way. It t^jreats different, but equally valid. State school fi- 
nance arrangements. Thus, although districts in States which 
finance- a large portion^ of theif education costs from local 
sour^gs are -likely bo do fairly well under this option, those 
that are, in. States S^ich defray a large portion of education 
cos,ts by ,tappi\g. State resources aire likely to receiv^ smaller 
compensation rate^than under the present system.' One could 
argue that this is ei^irely appropriate, since the Impact Aid 
program is^intervded only to compensate for losses in local 
capacity. On t^he other hand, some minimutn for these districts 
is".a pblitical "necessity.. Hence', Ve have retained a revenue^ * 
based versipn of the State average minimum caictflati on, method 
(i.e., we guar^tee at least, one-half "p^tate aWage non-Federal 
revenues) as an Alternative that wilt provide relief for dis- 
'tricts in high State aid" States. We havd done this realizinc/ 
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that>soie will justifiijbly complain that b^^ doing so we may be 
overcompensating.some of these^ districts in the bargain .1/ " 



^£S_B§form Effects 



Table 15 shows how each of the Various reforms which ^restric- 
or eliminate^ the. current calculation methods .would .affect Jach 
State's SAFA pay'ments. The table Indicates that all of the 
reforms result in overall funding reduc^^s. As may be seen. 

comparable district "method 
to high impact distri^. but retains both current, .minimui, caj- 
. culation me'thods, r^uc^s ^ull reform" SAFA payments from 
$512.3 million to $478.7 million (i.e., about 6.5 percent). 
Lightly to moderately impacted districts in States -whiah are 
^ high spenders and/b^v.^iy .^^^^^^ on locally raised revenues ,^ 
* ^to.s^^^port education appear to be thi most adversely affected 
by this -reform'. For example, Massachusetts, .New Jersey, New ' 
■ Hampshire, and Oregon . (states -where districts depend heavily 
.on the pomparabl^ district method) all expedience payment redud 
tions Of. between 15-and 44 percent, in sorfte other States U.g., 
Illii^is and New York) losses appear to have resulted because 
" . few major center city districts which account for laVge pro- 
^ portions Of their States' Impact' Aid -grant^^ f,,. 
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Idius^PH ^^^trict and State revenyes have been 

reJen^es raised ?f ^^^^ °' ^otal non.FeSeral 

t^lli'lo't^^^^^^^^ oPe-ing expendi- 
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District Ch«raet«rlsties 



Districts 
In^S^apls 

ii> 



*76 TisK 2 A4B rull 
^'ttP PAyMnts 
(nwussnds) 

<2) 



Psrcent Chspqs fros>t 



LCR LCR y LCR 

Rafoni Raforn Rsforn 

Option 1 Option Cation 3 

t3) (4) (5) 



LCR Rsform Option 4 



Districts 
in Sasipl« 
(6) 



'76 Tier 2 A+B Full 
Refoni PAV»ents 

(TtXHtSSitU) 

<7)_J 



Percent 
* Proa 
''option 4 
• (8) 



ChJuyJe* 



Grand totals. 



•AlabsM 
•Aiaska 

Arixons 
•Xrksnsss 

6jaiforni« 
Coiorsdo 
Connecticut 
*0«lsw«rs 

District of COiuabis 
•Florid* 



3,876 

&1 
29 
' 105 ■ 
93 
447 
84 
30 
4 
1 
2S 



S12/334 

$ 8,092 
39,302 
*19,240 
3,002 
60,S28 
10,9S8 
3, §19 
575 
3,727 
1*^18,175 



- 6.57 
0.00 

p.oo 

- o:9^ 

4.17»^ 

- 2.:77 

• 8.79* 

• 20.2a 

0.00 
0.00 
0.00 



- 15.28 • 12.87 



- 31.75 

0.00 
7.69 
-'30.13 

^*'i^.33 
.S 20, ?0 

^ 0.00 

- 12.80 



- 31.75 

- 48.10 

- 8.29 
*- 37.70 
A 5.24, 
. - 8.91 

- 6.90 

0 

33.15 

- 12.80 



50 
0 
21 
41 
191 
49 
23 
4 
0 
22 



% 371,158 



7,217 
NA 
. ,4,104 

2,7?^^ 
45,557 * 
10,266 
3,749 
. 375 
flA 
18.054 



- '0.47 

- 38.75 

NA 
85.79 

• 36.60 
30^ 7i 

- 0.62 
S.91 

27 ^IS 
f NA 
4.38 

* 21.40 

:tA 

20.92^ 
> 5.^5 
23.09 
^ 50.63 
'v 13.81 
-^^ 23.65 
-^12. 39 
*22 06 



*G«or9is 

•HSMii 

IdAho 

Illinois 

Indisna 

low* 

KorsAs 
*lCentuc)cy 
•Louisiana 

Haine , 



76 
1 
64 

149 
35 
28 
. .68 
61 
21 
65 



10,050 
12.592 
3,52i 
13,457* 
1,938 

509. ■ 
6,656' 
2,512 
3, 'A3 
2*^ 



0.00 
0.00 

- 0.33 

- 19.38 

- 0.57 

- r90 

- /3.77 
(0.00 

o.oor- 

0.00 



- 28.53 

0.00 

- 28.64 

- 19.38 

- 15.09 

- 6.39 

- 8.99 

- 37.25 

- 15^1" 



- 28.53 

0 

- 28.64 

- 9.13 

- 14.38 

- 0.45 

- 9.95 

- 37.25 

- 19.65 

- 15.64 



33 
0 
34 

66 
26 
10 
38 
32 
21 
33' 



9,100 

\\K 
3,136 
' 10,802 
1.841 
196 
5,02J 
2*155 
3,833 
2,016 



Marylsnd 

Massschusetts 

Mlchigsn 
•Minnesota 
•Mississippi 

Missouri 

Montana 

Nebraska 

Kevsda 

Mew Haspshire 



14 

94 
63 
' 39 
36 
129 
126 
25 
14 
28 



20,191 
5,267 
6,213 
2,881 
3,460 
6,519 
6,47^ 
5.617 
4,002 
1,673 



->^87 

- I5>a$ 

- 2.38 
0.00 
0.00* 

- ,2.^0 

- 4.27 

- 23.19 

0.00 

- 44.35 



15.9&.> 

2.3a *' 

0.00 
41.36 . 
11.33 

5.60 
28.47> 

8.48 
51.84 , 



- 15.87 
, ^10.48 

- 2.38 

0 

> 41.36 

- 0.95 
8^12 
0.40 

' 5.?5 

- 14,86 



J14 
63 
25 
20 
21 
53 
27 
15 
12 
14 . 



20,191 
3,303 
2,443 
1 , 55V 
3.302 
3y738 
1.762 
4,945 
3.969 
1.598 • 



> » 3.19 
^0.08 

'9.10 
6.02 
- 37.17 
15.91 

> 0.80 
69.28 

-t«.47 
3 36 



New Jersey 
•New Mexico 

New York 
•Nofth Carolina . 

North Dakota 

Ohio 

•Oklahou 
Ore^bn 

•Pennsylvania 
Rhodt islanh 



.131 
61 

146 
62 
67 

108 

528 
B6 

100 
12 



2.976 
7,648 
31,678 
3,667 
4.957 
S,974 
12.726 
3,036 
8,680 > 
1.658 



- 25.20 

0.00 

- 21.88 

0.00 
0.00 
-11.97 
0.10 

- 26.91 ■ 

- 8.37 

- 12 58 



25.20 
19.91 
21.88 
23.^4 
13. -50 
21:93 
25.88 
26.91 
8.37 
12 58 



8.13 

- lft.75 

- 8.53 

- 23.24 

- 14.18 
' 0.79 

- 26.67 

5.53 

- 1.18 



81 

29 

91 

53 

20 

64 

71 

33 t 

78 

12 



12,203 \ 
15.769 
28,839 
8.373 - 
3.203 
7^525 ^ 
7.310 
2.100 
8.323' 
1,658V 



' 7,6^ 
S.828 
5.769 
22,817 
7*161 

I 81 
33,433 
11,566 
438 
J, 008 
"3,058 



29.15 
21.21 
17.44 

,11.47 
1J!.90 

5.03 ^ 
22.35 
2.14 
0^27 
5 00 



-•South Carolina 
South Dakota 
*TetV)*ss«e 
•Texas 

•Utah * ' 

Vffxvint 

Virginls 
•MashingtoiT 
♦Nest Virginia 

Wisconsin 
^ Wyoolng 



, 22 
50 
89 

232 
34 
15 
64 

158 
12 
3^ 
25 



7,784 
6,005 
6,945 
' 30,836 
7,372 
88 
34»131 
15,734 
438 
1.995 
3*, 088 



0.00 

- 4.88 
. 0.00 
' 0.00 

0.00 

- 10.07 
^19.65 
-^.46 

0.00 

- 7.11 

- v8.51 



29.15 
11.35 
32.14 
23.11 
25.36 
12.31 
29.60/ 
0.46 
27,36 
7.11 
8.51 



- 29.15 

- 0.36* 

- 30.14 

- 27.56 

- 25.36 
14.13 

- 20.07 

- 0.82 

- 27.36 

9.06 

- 12.57 



13 
44 

64 

88 
25 
13 
42 
53 
12 
18 
23 



- 32.13 
11.95 

- io:S 

- 14.36 
99.22 

- 1.12 
13.13 

- 25.70 
12.29 
13.48 



a/ To siaurate this option, LC^'s for hesvily isf>acted districts were' rstsined. Even though softe of these districts are not now using the 

coaiparable district aethod, the option gives these districts latitude to use it snd thus retain or raise their current compensation levels. 
A aore bonservative Mthodolo^y, which was rejected, would hsve assigned hi9h Is^ct districts not ijow usin^ the coaparable district Mtbod 
a rate equal one-half their State's everage non-rsdersl expenditures per* pupil. 



NA — Not Applicable 



• — State finances at least half of all edAlcatioi> ^sts. , 
SOORCZSj Refoni Options 1-3, 1976 SATA Prograa Dat^s Piles (Average Loc<i Revenues Use^ for Option 3 Derived froei 1974-1975 ELSECIS Data File). 

^Refom Option 4, 1974-4*75 elSKXS — 1976^SAFA Program Data Hatched File. ^ * 
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using the; comparable district method to calculate payment rates. 

In general; this reform option seems to have its greatest impa-ct 
. on districts im^rge hig'h spending (high cost) .urbala .States, . 
^ especially those ih the. Northe^b. • 
J Although Option 2 differs fromSoptipn 1 only by eliminating 

the U.S. average 'minimum calculation method, its impact >is much 

'greater, result;ing in a funding reduction of over 15 percent 

(i.e. -r^SAFA- "full reform'* monies drop from. $512.3 to afeo^ $43"4 

^ > ' ' ' ««i 

milliofi) • ^^his K^esult was predictable; over half of all SAFA « 

districts' rely on the U.S^ minimum, calculation method eliminated 

by this reform,! and about 49 percent W all' SAFA monies are 

distributed on this basis. . ^ , ^ 

ffhe effects, of moving from Qption 1 to Option 2. are additive. 

That is* ^^i«t;ricts which lose under Option 1, lose as much or 




more under Option 2. 'The geoqr>aphiG distribution, of , th6se 



losses- changes greatly, however. Specifically, district in 

most SoS'thern and border States ~ tho^e which were generally 

unaffected t)y the fir'st reform option — are sfmorig the most • 

adversely affected by the^ second • As we have noted previously, 

these States have 'had historical Ij^ low levels of non-Federal 

spending 'for'' education and are traditionally ' high State aid 

states which rely* on the U.S\ minim^imMSJethod that is eliminated 

- * 1. 

by this optidn\_ ^ ' • 

In c^neral, this refoi;m works to^ the disadvantage of districts 

in all but ""a few States like Delaware, Minnesota, and Hawaii — 

States.. whiqh. already rely exclusively on the State average minimum. 
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Table 15 shows that implementing Option 3 would reduce 
overall funding by about 13 percent (i.e., "full reform" payments 
would declirte_yfirom $512.3-to $446.4 million} The principal . 
bfenef iciafies of this pption would be many of the heavy losers 
under Option I — i.e., districts in high local aid and/or 
high expenditure (or high cost) States like Massachusetts, New 
Jersey i and Vermont. -For the most part, these districts would " 
be able to take greater advantage of their relatively, high 
local contributions for education than they are now permitted 
using present calculation .methods . 

The major Ipsers^under this reform are districts ih Alaska 

J*' 

and^m^^t Southern .and border States. Alaska '^s 48 percent loss 



is soml^^t mrsLeadinq, however, since it is due entirelV to 



reduced payments in one heavily impacted districts! Without 

reform this district^ would receive over $2,200 ^r .each of its 

14,000 "A" category children; with-^reform the /district receives 

only\about $>968 for these same s^,udents. Otifer Alaskan districts 

Would neither gain nor lose under reform/ because they would be 

permitted to retain their, current payment rate, w^hich is bas^d 

on the program* s, State average minimum. 

Soiathern and border State districts lose under *thi6 option 

. • ' < 

becaiise of their overall low expenditure levels ^nd because of 
their heavy reliance on State educatipif aid . , .-Thar is , avera^je 
locally, financed expenditures in ^hese Spates are so lovri;h^_ 
most districts wpuld have to calculate their rates on the basis 
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of .the current State average minimum method. Because this 
■ method yields LC^'s which are generally lower than those resulting 

from the national average- minimum method (which districts- in 
'these States currently use), payments decline , dramatically . 

Although ^he major gainers' under Option 3 tend to' be districts 
in States where local aid is high r-ela^ti)re to State aid, some, 
of these districts also experience lo^^ from the reforii. Again, 
most, of these losses accrue to districts in States with-lM? 
overall levels of expenditure^ for education — States li^e- 
Idaho and Maine where districts .currently rely exclusively^ 
th^program's national aver|^e minimum to boost their rates 

well abpve State average local expenditures. 

/ ■ ' '- 

If one agrees that State average local expenditures are a"" ' 

reasonable estimate df^what distrijrts w6uld have been spending 

had Federal impact never occurred, the results shown in" Table 

15 for Option 3 also provide some suggestions regarding the 

extent to which the comparable district metW accurately^com- 

pensates for Fedoral burden. That is, if the comparable district 

method were providing a reasonable approximation of local educa- . 

tioiV-^osts, then one would expect that payments to districts 

in States which rely heavily on this mettiS?5^ould not be'' 

adversely affected by Option 3. In fact, our data show that 

when 10 States which use this method exclusively or dispropor- ^ 

tionately are examined, six lose as a rdsuU of reform (Ipwa, 

Kansas, New Hampshire, Rhode Island, Wyoming, and -South Dakota)',. 

but only three (Kansas, New Hampshire and Wyoming) lose by an^ ' 
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significant amount. Pour of the 10 States gain from refonfl 
(Nebraska, New Jersey, Oregon, and Wisconsirf) , 'with two (Wis- 
consin and New Jersey) gaining significantly. In effect,' * * 
/given- the5.e re^^ts, the comparable district method seems to 
•be coinpensatilig accuratfely in only .about* halk the "States. "In 
the others it either overcqmpensates or. undercompensates for • * ' 

Federal burden. ' • . ' ^ ^ 

♦ 

Table 15 also shows the geogr^hic'^stribution . of * gains r 
and' losses resulting from Option 4*. As may bd seen, this option 4%!, ^ 
results in the most modest payment reductions of, all LCR re- ' 
formsT Total program dollars decline by less than one-half 
of 1 percent — from*$5^2.3 to $509i9 million. " - . 

The major gainers under this option" are districtahdn , Iowj ■ 

state -aid States like Arizona, Massachusetts^, and Vermdn^^. 

^ Districts in thefee States ^apparently gain because of. .their rela- 
. - ' * *^ 

tively high local ^^nue e'f forts for education. <^ 

* ■ ' ' . " '^J^ 

Not surprisingly, districts in Southern States like Alabama, 

Arkansas, Mississippi, and South Carolina ate th'e principal ' 

losers 'und,er this option. These are high State aid/low wealth 

States, and<districts located in "th^ lose because .these two 

factors combine to -yield lower compensation ra^s'than those ■ 

obtained currently using the -program' s national average minimum 

method. Districts in some high wealth/high local-effort States 

also lose, .apparently because- rat es^ calctilated using Option 4 

. are lower than those obtained using the program' s ' comparable 
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district method. Districts in New YorTc and New Jersey are the 
most striking- examples of this phenomenon. Theiif losses* prob- • 
ably occur because this' <Jption reduces payments to the' several 
large center city districts which dominate these States'. 

A somewhat different perspectij^e on the effects^of these 
reforms is provided in Table 16. It shows the percentage change 
in SAPA dollars resulting from each opti^on for districts clas- ^ 
sifled by deg*ee of. Federal impact', metropolitan/status, -^njj 
^^opert^^ wealth. ' . - ^ 

'AS may^be seen. Options 1 and 2 result in across-the-board 
reductions for all types of districts, but, affect some ^ore ' = 
drastically than others. Heavily im^>afcted, non-metropolitan 
and low wealth districts lose lea^t under both reforms) while ^ 
moderately impacted," suburbanT^center city, and high wealth 
di^ricts'are _th"e most adversely affected. In general, the - 
pattern of losses is progressive in property wealth terras under 
both options, with districts experiencing larger losses a? ' 
their Wealth iitdreases.' Thi^ijatteri) only partially, repeated 
for district^^^^classif ied by degree of Federal impact. That' is,' " 
losses- ander both options 'tend to be progressive until 'they ' 
reach the 10-r4 per.dertt impact grouping. At this point the 
pattern deteriorates with losses declining for the two le^st' 
heavily^ impacted categories. ' " , 

Data showing the percentage of 1976 Tier 2 SAPA payments 
received by different ^types of districts from"^ using the compa- 
rable district calculatioa.»method suggest why these losses occur 
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as they do, (see Table 5). The data -indicate that those districts 
^' which currently rely most heavi4y^on the comparable district ., , 
jnethod are,, as one might expect, the same LEA's which lose the 
. most When the use of the method' is rest;riated to ^heavily impacted 
districts. For example, ^^iven that districts in the 10-14 per- 
cent impact grouping derived over 62 percent of their 1976 Tier 
2 Impact Aid money ijy using the comparable district method, it" 
is not surprising that, they should lose large amounts when pro- 
hibited from using it. Similarly ,, suburban, center city, and 
high .wealth districts lose more than oth|^s because they ^tend 
to relyjieavily on the comparable district method and are\iso ' 
■ moire likely than other LEA's to be lightly or moderately impacted. 
The combined effect of eliminating thfe cbmpa^^able district^ 
and national average calculation methods from the program Trvd ^ 
substituting Option 3 in their place is shown 'in Column 5 of 
Table 16. AS may be seen, the most striking difference betwe'en 
the first two options and tlje third relates to' the latter 's ; 
effect on payments to disti^icts in the most heavily impacted 
. category. In particular, whereas losses to thgse district^, are 
relatively modest un^er the first two options U> priml^ly ' 
attributable to the net effect of eliminating national average 
minimum calculation method), they are q^ite>xga^ under ^Option 3.' 

These losses may be attributed to tw^ factors. Pi?st, Option 
3 eliminates the comparable distriK:t method - a method which ^ 
generated' over 60 percent of these districbs ' .-FY 1976 Tier 2 . 
SAFA payments. Second,' a large portion of the loss Results, from 
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•payment .reductions experienced by the one large heavily. impacted 
Alaskan district discussed in pre'vious sections. T^at this on^^-^ 
.district tends -to dominate, the high impact cat4gory_is evidenced" ^' 
by What happens when it is omittedSrb^ ^^^^analysi^ When this " 
is done, the loss to heavily impacted ^itricts declines from, 
over ^26 percent to only 2.6 percent. Similarly, when this dis- 
trict is omitted, the loss to non-metropolitan Jrstricts is cut 
.in^half (i.e., it. declines from -18.2 to -9. 6, percent) . 

Disregarding this one district, th^ patterns p-f funding 
^ change under Option 3 are not much different' from those ob- ' 
•served for Options 1 and' 2.'^High wealth, center city, and. 
moderately impacted districts continue ^o be the most adversely 
affected btWeforms which use State averages to- approXy4te ' " 
what distrifc^ expenditures would be.without Federal- iZact; while 
low wealth, suburban, 'low impact and, ^or the most p/rt, high 
impact districts are the least affected. 

^ble 16 also presents information about il0^?^ption 4 would" 
affecKfunding for different t;pes of districts-. Unfortunately, 
due to te^cal difficulties "associated with matching datl 
•from two differ^ spurces, we were able to simulate this option 
for only 1,885 di^icts (49 percent). While this sample aqpounts 
for a substantial 72 p^cent of all "full reform" SAPA pilars, 
if omits, among others, thV large heavily impacted Alaskan dis- ' 
trict. Thus,, even though our are likely to be^relatively 

reliable for most of the district^^gories we are examining," ' 
.they are probably not very good, for soi^^ in particular, " our 
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TA3I^ ae: Pully Rofonnea FY 1976 Tier 2 Uvel SAFA •'A'' -nd •'B" Payments Resulting from Alternative lcr 

Reform Options: Selected District Characteristics (see text for detailed -explanation of reform options). 



District Characteristics 



Districts, 
in Saiiipi:e 
(1> 



*76 Tier 2 A+B Pull 
Reform Payments 
(Thousands) 

. (2) . 



LCR 
' Reform 
Option 1 

(3) 



Percent Chemge From; 



LCR, LCH 
Reform Reform 

Option 2 c/ Option 3 
(4) ^ (5) 



Districts 
iji sample 
• (6? 



LCR Reform Option 4 



•76 Tier 2 A+B#Full 
Reform Payments 
,(Thousarjl4s) 
(7) 



Percent Changd 
From 
Option 4 
(8) 



Gr^rhd Totals » 

Percent .SAFA Children 
f * 

73- 100 

5(1- 75 

•251-* 50..: 

Isl- 25 .* 

igr- 15 / 

10 ^ 

Less than 5.^ 

Hetropolitan Classificatidip 



Center City 
Suburban 

Hon- Me tropoli ta n 
Unclassified a/ 

Property Per Pupil b/ 

Lowest Quartile 
2nd Quartile 
3rd Quartile 
Hi9hest^25% 



3,876 



99 
108 
406 
480 
565 
,245 
973 



252 
1,045 
1,938 

641 



898 
799 
696 
673 



$ 512,334 



75,740 
51,476^ 
132,952 
95,269 
79,^*282 
49,267 
28,356 



$ 142:, 130 
^167,996 
18^,235 
19,973 



163^926 
106,568 
73,749 
83,9b2 



6.57 



0.01 
3.06 
4.16 
8.86 
16.65 
5>68 
7. '5 2 



9.33 
9.37 
2.17 
4.00 



3.06 

- 4.18 

- 13.15 

- 15.72 



- 15.28 



^0.35 

■ 9.40 

■ a6.50 

• 20.62 

• 23.63 

• 16.97 
- 15.86 



18.61 
17.78 
11.04 
9.59 



1?.06 
7 16.16 

- 22.81 

- 25.43 

i 



12.87 



- 26.43 

• 5.18 

• 9.14 

- ■13.46 

- 16.10 
' 7.40 

6.64 



- 10.51 

- ,9.72 
^ 18.16 

- 7.55 



- 4.66 

- 8.15 

- 16.34 

- 19.80 



1,885 



16 
35 
174 
198 
254 
621 
587 



227 
751 
953 
54 



519 
475 
425. 
403 



f 371,158 



- 0.47 



12,594 
36,742 
104,138' 
80,269 
71,205 
40,753 
25,458 



$ 121,865 
^51,014 
96,746 
,1,533 



130,0^8 
96,722 
^5,309. 
76,956 



11.34 
7.16 
0.85 
2.04 

12.16 
5.90 

11.68 



2.82 
3.53 
- 3.91 
+ -9.80 



+ 9.50 
+ 6.34 

- 7.45 

- 19.90 



wost are small and thus likely to be non-metropolitan in character. 



a/ These districts could not be' classified by metropolitan status. However, 
b/ Districts classified based on within-.State ranJcings.. . 

A more conservative »ethodoloqy^which wasSfilectS „m,L k „„ Tk? ! t °' «*<'i'^ co..?.en8«tlon levels, 

a rate o,ual to one-half the^^Ttl^e^s :v':;^i'n"J;od":vi? ^^n^ui^fp^rtpTr" "^'"^ <'^"'^" 

- option 4:^ Same as above matched with 1974-1975 ELSEGIS data on district revenues. ' 
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confidence in the dSta s^hown for districts with between 50 and. 
100 percent Federal enrollment and for rural and unclassified 
categcLies is not very high; As a result, .the following analysis 
of Option 4 is brief and very .tentative. ' ' ' • 

©ased on th6 limited data at hand, it would appear "that an ' 
LCR reform which guarantees a-11 districts their State ^s' average 
property base but allows payment rates to vary in relation' to > 
district revenue effort results in a progressive pattern of^ 
gams and losses for districts classified by property wealth. 
In effecrt, out results- make it apparent ' that if all districts 
had equivalent property wealth but were permitted ,to calculate 
their compensation rates x)n , the basis of- individual re^venue " 
effort, then current payments to wealthy districts wouid decline, 
whil6 those' to less wealthy districts . would increase. These", 
findings tend to substantiate the claims of mariy Impact Aid * ' 
cri.tics who argue .that the present program is too generous to / 
wealthy district's whose revenues (and compensation rates) are 
high^even though their revenue efforts a^^ low. 

Technical -problBms make it difficult to interpret results 
for district^ .classified .by degree of "Federal burden, especially 
as these pertain 'to districts ip the two^ig-hest categories. ' .\ 
This is particularLy the case for, the highest impact .category,^ ^ 
since our sample does not contain the one' Alaskan. district that 
we know 'dominates this grouping. One surmises that had odr 

. * * 

sample been mor;^- complete, gains to this category would have' 

126 ' 
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been .somewhat lower than shown — primarily because of the 
effect the option would have on this one 'district 's fundinq. 

.Disregarding fpr the moment these technical problems, it 
would appear that the fiscal . impacts on districts classified 
by. diegree of Federal burden only partial^ conform to yvhat one 
might expect -if it were true that property wealth incrfeases ^ 
' and t^x effort decreases as the degree of Federal imp^bt 

declines. That -is, if theSe" variables were highly ^interrelated, 
one might reasonably exp^ect Option 4 to result in increased pay- 
,ments for heavily impacted districts and in progressively and 
,substaKtially reduced payments for moderately * and ITghtly im- 
pacted districts; 

In fact, although the patterhs of "change are exactly what'-s. 

one mi^ht expect for districts in Heavily and moderately impacted 
* ♦ 

categories^ payments ^actually increase for districts in t'ha 

• two most lightly impacted groupings. , Since earlier we ^pted 

that these districts have about average property wealth per 

pupil, one caji only- conclude, that tax efforts in these districts 

a,re higher than expected — high enough' to r^ise, their payments 

above the amounts they receive, using current calcyiLatfton methods* 

• • • ' 

Insofar as this option can be considered an improvement over 
► present calculation me'thods, it once more appears that m^ajor 

> On 

overpayments are .currently being .made to'' high wealth and moderately 
impacted diAStricts, especially th^se with Federal enrollments 
of between 10 and 15 percent • Center city districts are a] 
receiving- higher levels of compe^^^on under the present program 
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than they would under Option 4, although thes e paym ents do not 

appear to be excessi^rely large. Given the poor quality of data' 

•that 4s availabl-e, it is irtifelible to draw any strong conclu- 

sions' regarding' heavily -impadted and non-metropolitan district 
payments. " ' " , ■ \; 

Peirhaps the^ most meaningful conclusion th^ can be drawn 
from the preceding results is that although Option 4 has a 
rel.atively modest impact on. the overall level of SA-FA funding; 
it does seem to r^ult ;Ln signi^f icarft shi-fts in funding ainoi^^ 
different types of districts. . In particular poor districts, 
whether heavily or li^ghtly impacted, seem to benefit, while ~ 
wealthy ones that are moderately impacted lose." 



As stated earlier, reforms examined in t'his section move 
away from the prfesent practice bf relying on biased or exces- 
sively inflated estimates of what district posts would be with- 
out Federal impact. ^ Theydo this by restricting or^_ eliminating 
use of comparable district and/or national average calculations 
'and substituting in their place other methods based on the ' ^ 
average revenue or ejtpenditure patterns of' individual States. 
Though none of these reforms' is perfect, all achieve some measure 
of reLrm. Options 3-and 4 pVoiDably come closest of all 
reforms to achieving a balance between the 'competing' factors 
described earlier. Both make reasonable assumptions a,bout Federal 
impact, and *oth are relatively evenh^nded with respect to 



ERIC • . " ' 128 



104» 



different State finance syst^s. 6pko\ 3 has the added Advantage 
of being ^e easiest reform to implement ~ a feature that 
recoinmends it\ver Option 4, which is by fa^ the most adminisn 
tratively difficW of all reforms examined. On the other haJi^, 
disregarding for the moment that our data are incomplete, it 
would appear that if ^distributional effect is a major select ion " 
criterion, then for the most/ part Option 4 is the more appealing 



of the two. ^ 



.Options 1 and 2 do not measure. up nearly so well on the ' 
^ basis of these criteria as Options* 3 and 4. One suspects that 
ifhis is primari^^ because both try^to work with the current pro- 
gram's compensation mechanisms. Of the two, however, the second 
option makes tl>e most reasonable assumptions regarding Federal 
impact arid ^al'so more evenha^ded. Unfortunately, Option 2 " 
.is also the harshest of all reforms, a fact that will lead many 
to ignore it completely. \ . , 

OS,' ' ^ 

From our results one thing seems clear: Certain districts ' 
generally have more to fear than "others from reforms that move 
toward improved estimates^ of Federal impact. By far, those' 
_ J with the most to lose are hi^hJWealth districts dnd districts 
which are moderately impacted., Districts located in low expen- 
diture/high State aid States (especially those in the South) , 
also have much to lose ^f rom reform. ' . ^ — 

Those Which lose least from teform (or gain) are poor dis- 
tricts. Indeed, the one constant^^n all of these ^reforms is 
. that they tend to be progressive .on- wealth. Heavilyo.mjJStted. 
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districts are also relative ."qainers" from reform if one dis- 
raga^rds reducH:ions to the one unique Alaskan district which 



T 

pes 



esult from Option 3 (and probably Option 4). Surprisingly, 
districts 'in ^he .two lo\/^p6t categories of impact do better thani 
expected under most reforms and even gain under Option 4c | 
Finally, districts in high expenditure/low State aid • 
States also do relatively well under most of the.:;^forms • 
^ examined, especial^ly under Options 3 .and 4, the reforms which 
most improve c^rent arrangements. 



Modifications to Ach 



ieve y ore Equitable 



- ~mpact Aj.d Dii"t7Fbut Ion s "to Districts 
As has been demonstrated/ the current progpam makes payments 
to lightly impacted districts that do not seem t'b be burdened 
by Federal activities and which may even benefit from their 

'Fedl^al connectionV-^n vl976, such districts constituted over 
one-half of all eligible program recipients and received abput / 

'20 percent; of all Impact Aid dollars* As we have noted, critics 
of tjie program argue^ that these payments overcompensate> light ly 
impacted districts and represent a low priority use for scarce 
Federal resources. This section examines the present program'^ 
provisions for dealing with these problems and investigates 
how eligibility ^mechanisms might ,be strengthened to achieve a 
more equitable and efficient distribution of Impact 'Aid funds. 
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Although many have, argued ^4ihat Impact Aid compensation 
ought'to extend/ to-'all Federally connected children' in every 
affected- scho9.1 district, such' claims have always' been rejected 
> From the Federal perspective, universal eligibility conTlicts • . 
with- national education prioritiei) and basic program goals. 
It is also admirtistr^tively impractical. For ex'ample, many 
distificts co-ntain only thre'e or f our"*Federal sEua^s. Such 
districts have' onl^ a minor claim on Vederal f unds because iX 
- relative terms their burdens ar6 small and can. be easily 
absorbed from loc^l resources. Making payments to 'these dis- 
tricts woul-d be wasteful and impractical beca.use the money 
c(?uld be better spent on those who. really need suppbrt, and 
because the administrative ^osts involved in making\hese 
awards would likely be greater than We rfesulting%ayments , 

The' present program' s eligibility requirements were enacted 
to prevent such payments. ^ Specifically, the current progrlm ' 
restricts participation to districts that have a Federal enroll- 
ment equal to^at least 3^rcent or 40oitotal children,' whicheve 
is less. If the '3 percent ^ threshold is used, a district must 
have at least 10 Federal children .to qualify. The 400 child', 
threshold is essentially a concession :to large city ^districts 
which- would not qualify under the 3 pJroent . minimOm,^whi'le > 
the conditional 10-child restriction limits participation " by '"'^ 
very- small rut^l districts which would otherwisjlualify upder 
the 3 percent rule, even though they might have^ly one o^^ . 
two Federal children*. ' - , . 
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Although the present program ' s.^eligibllity provision? solve 
the probleiiv of making some ^eminimus payments, they may" le ' 
criticized 'on several grouVic^s. For Example, they clearly ao 
not prevent payments- to '"borderl ine" , districts - Vi .e. , "districts 
Which are lightly' impacted but just bar4ly manage .to meet the, ■ 
eligibility threshold requirements. That these district's receive 
.as much Impact Aid money "as they do stems jjargely from" the, 
current practice of. paying qualifying ^is|ricts for all. Fedei;^^ - 
Children. That is. -once ? district meets or exceeds one-of the 
minajnum thresholds, th^ 'program' pays the district! for every 
Federal ohild, evei? those who are below the program's eligi- 
bifily minimums. ' . ' ' • 

Critics of 'the i^esent program have correctly observed that * 
because of these, p^tices, impact ^d eligible districts are 
^ treated very differently frdm- ineligible districts eve^ho^gh 
the latter may have about the same number of children who are 
Federally connected. \^ Thus, a district tha't barely meets thi 
eligi^jility requirement's 6f 3 percent or 400 Federal children - 
receives payments -'fSr all such studentsV while a district w/th 
2.99 percent or 399 Federally connected students receives no 
payments at all. Critios ask why some districts are. required 
. to "absorb", nothing, even though they may be lightly impLted , 
and could do' sp. if required. . ' " . ' 

*In respqrise to these criticism-s, the Congress included a " 
Vovision in the 19-74. Ame-ndments v/hich,' beginning in 1978, 
requites eligible districts ^to pay the full costs of e"3trcating. 
a minimum percentage of their Federally connected children. " > 
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. This "absorption", provision ^(Section 3(d)(2)(A) of the present 
law) partially reduces the inequities "associated with requirioq* 
some, but r;pt all, districts to' pay -fo if ea^cating a minimum 
number of their Federal children.^ Although this provision is " 
a step in the right direction, restriction&J^^^ San the way 
it is to be implemented will limit its effectiveness. 

The 'following discussions examine the present absoxptiojn 
provision in more detail and suggest how it might be ipodified 
and strengthened. The -changes we wi.ll examine seek to improve, 
targeting' .of Impact Aid funds on heavily/t)urdened districts 
and achieve^ a more equitable treatment of all districts, eligi-' 
ble and ineligible alike. In order .to assist the reader in the 
analysis of these bptions. Figure 3 provides a brief overview 
of the options, noting their strgpigths and weaknesses in achieving 
^^-J?eform objectives. . ' * 




r 



gbs orption Reform Based 
o\ Current. Law 



The current absorpti^sn provision is' designed to eliminate 
payments for a minimum number of "B" category students. The 
number of children for whom payments are elijtiinatea is derived 
by multiplying a district ' s_ average daily, attendance by one-half 
the percentage of "B." category students in certain Imfiact Aid 
districts. In 1976, "B" children constituted about 4 percent 
of total ADA in these- districts, hence yie absorption percentage 
would have been about 2 percent. 

' ' V . ' ' *^ 
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Thus, had the absorption provision been'in effect i. 1976, . v 

.district wi.th an ADA of^ 2, 500 and a "R"'^-^i, 

. /^yu ana a B ^ollment of 200 would 

have been paid- for oUy 150 of its "B" 

f,^ V. Its B clti^dren and would have 

had to absorb the f^H cost of 50 (i e b «;nn .n. ' 

, ^ ii.e., 12,500 ADA x .02 = 50 

"B" x:hildren td be/ absq-rbed) . 



As we havejno^ed, tl 
9reatl, .estricte. several U.Ua:;;;^ Pirst. •V^'chiLl 
are excluded i„ co.puti„, ,He districts. .OA for purposes' of 
calculating the ^sorption Percentage ./Second, the provision 
does not apply to districts where "B" children comprise 10 
percent or „o.e of this adjusted .0.. or where I.pact «d pay- 
-nts constitute. .5 percent or «re of the current operating 
; budget. These e.e.pted districtVand those Impact .id districts 
."Uh no "B" Children, are also.e.cT^ded «he„ determining the ' ' 
averse . percentage of children in .0.. .hi.d. the avera^e" 
Perc^ta^e of .;b.. children' cannot e.ce^ 4 percent, thus li„it- 
-9 abso^tion. Which is one,half.of this percentage, to 2 
percent. ..„aliy, ^^^^^^^^ ^^^^^ . ^ 

-r .ore than 300 ^ii.ren. xhese.<i„it»s onf^the 'isorption 
assure that it wfu „i, ^^.^^^ ^^^.^^^J^ 

»ents for any.l^cal education agency since, by definition, " 

I)»pact Aid districts must hai«e at ^ 

na»e at least- 3 pei^cent or 400 Federally 
•connected children. ^— ^ ; '| . ' 

. ™=-"^"^sion constitutes a ,fpdestcost'savi-„,s 
-asure ,P. i„e savings are ef tilted at Vbout -million,'. ' 



1 « 

i£^^nt_pro^n^on''s effectiveness is 



ic ■ 



\ 
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The savings are achieved by slightly reducing payments for "BV * / 
children in only the most lightly impacted districts, 6n grounds 
that ''B" children are the ^east burdensome. To some' extent, ^ " 
this absorption addresses the criticism that Impact Aid is in- 
equitably distributed, since it reduces .payments for the ;<JWS5t ' ^' 
impact districts. It also provides more consistent tjceatment ' - 
of eligible and ineligible low Impact Aid. districts 1^' req-uiring^ 
both .to bear the full costs 6f educating' some Federally connected 
children. ^On the other hand, even when this absorption %s 
implemented, 15 percent of all Impact Aid" fund^'will be paid to 
over 2,000 lightly impacted distri6):s where Federally connected 
children comprise less than 10 percent of total enrollment. 
While the 'current absorption is an improvement over past prac-, 
tices, it is not designed to result in a significantly more 

equitable distribution of Impact Ai<^ dollars* ' . 

■ - 

The first abStorption reform option to be examined'' in this 
section buil4s on the current provision but removes most of the" 
present limitations which restrict its* effectiveness. Under 
this option, no maximum would be set' on the percent "^number- 
oS children for whom ^ district must absorb cos.ts, and no district 
would be exempted^from absorption (or the calculation of the 
absorption percentage) . This option is designed to extend the 
application of absorption to all Impact Aid districts and to 
complet^fy eliminate payments for some of the .mbst lightly 

impacted. ' • 

'' > - ' 
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PICUR2 3t OVERVIEW. OP ABSOftPTXON VXTQ^ OPtXOKS 



2(V / 



2(b)fi(cf 



CURKQIT ABSORPTION WTHOtn 
LIMITATIONS 



BUROEN-&ASSO 'ABSORPTION — District 
Absorbs costs of tducatln^ a nusdMr 
of P«d«r«l students •qiud to a speci- 
fied t>«rcenU9e of the district** 
non-Pederel enrollaent. The f^er 
systen is ellAinated, and full 
entitlements paid for reiuilnln? 
Federel children. 







3 Percent Absorptlo^ 



4 6 5 )>ercent Absorptions 



PRO/CXDK 



5rd 

o Extends absorption provision to ell dlstrlcts^ 

o Reduces paymnts for least burdensome "B" children. ^ 

o Reductions ar^ progressive In terms ^f degree of lapact^arvd 
propefty weklth. 

o Ellal^nates re\etively few districts (455) . 

Oon * ' ' 

o Does not adequately adjust for burden. Overadjusts for "A" 

children who may represent an absorbable burden in low 

Impact districts. 

o PayxMnts will continue for many 1<SW impact districts. 

o lapact Aid districts will continue to receive payments for 
some children below the eligibility threshold.^ 



o Absorption adjusts directly f<^r d ilfbrent student burdens. 

o By absorbing on non-Pederal syudents. degMes of district 
impact are taken into account. 

o Eliminatts payments for lev impact districts and rechannels 

funift to moderete and high impact districts. 
4 • ^ • . » 

. o Simplifies prbgron by eliminating complex tier system.' 

o Impact Aid end non-eligible districts tr^^I equitably. 



o^Bliminates mjmy districts (ovsr lj900) from the progj 



o Effects gtnerelly progressive in terms of degree of iiq>act. 

o Districts paid only for studsnts representing above average 
Federal lapact. 



S^erall program costs Increase, sin'ce effects of ^sorption are 
not enough to o'ffset payment at full entitlements for "B" 
children and public housing chlldrenr Moderately isf>acted 
district experience large gain's in payments for these children.^ 

O Although sooevhat progressive with respect to effects on 
dl^rlcts c^esslfie^by property w^altA*, greatest <inc re ases ^ 



ar/ for hl^h wealtlC^lstrlcts. 



Jhco 
> Pr 

property tTRlih. 
o Reduce ovsrall program costs. 



J^o Progres^^ln effects''on districts, classified by impact and 
y wRl' 



Con 

o 5 percent absorption hurts cities tM most — stddndin^ 
payments to these dlstrlcti by over 30 percent 




0 
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Although this first option -has the advantage of strength- 
ening the cutrent ^sorption provision, it can 'be criticized 
on- several grounds.. One can argue that it does not adequately 
adjust for differences in burden associated with particular 
types of children or for .overall Fede/al impact- on districts. 
By not. requiring absorption of "A" children end ' excluding^ 
th^ from the ADA count on which the percentage pf children to 

, be absorbed is calctal-ated, this option overadji^tis for "A" 
children, jj^ho may well represent an absorbable burden in 
lightly impacted districts. 

Finally, the problem remains that under, this option, non- 
Impact Aid districts continue to pay the full costs of educating 
all of their Federally connected children, while many Impact 

Aid districts are paid for some children below the eligibiltiy 
threshold. ^ » ' * 

Absorption Reform Based 

on Federal Burden ^ - _ 

An alternative absorption approach can be devised which more 
accurately adjusts for differential burden and relative Federal 
impact. Based on a design originally developed, by Battelle, 
•this 'absorption would 'require each district to assume the full 
costs for educating a number of Federal children equal tt) a 
specified percentage of its non-Federal average daily attendance 
(ADA) . 
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This absprption. option has several features which recommend- 
it for further consideration. First, when total Federal ADA is 
calcul°ated, the absorption adjusts directly for different student 
burdens by multiplying each "A" and "B" category child' by his 
or, her entitlement weight. Second, each district's non-Federal 
ADA., is .adjusted to ijiclude all non-burden students by subtracting 
weighted Fe'deral ADA from total unweighted ADA. . Quite simpler, , 
non-Federal ADA is inflated by that portion of Federal ADA which " 
does not constitute a Federal burden. Finally, by absorbing 
on non-Federal ra,ther than Federal students, different degrees 
of district impact are automatically taken into account.^ That 
is,, multiplying adjusted non-Federal ADA by the ^ absorption per- ' 
centage in order to calculate the number of Federal students a 
districts will have to absorb reduces the number of children who 
must be a^orbed in heavily impacted districts and increases 
the numbe^^in lightly impacted ones. • ' . ' • 

An illustration of how this "burden-based" absorption reform 
works m^ help clarify how these various' *fe'atur-es combine ttf 
affect SAFA payments and student coun€s in^dif ferent types of 
districts. Fpr example, if absorption were arbitratily set at 
3 percent of non-Federal ADA, a 'heavily impacteS district whose 
total enrollment of. 1,000 was comprised of 100 non-Federal stu- 
dents, 700 mili^;ary "A" students, and 20a military "B" students 
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^uld calculate its absorptipn and SAFA granf in' the^ 
followiAg manner: 

1 / . 



First "A" and "B" student counts v^uld* be- 'adjusted by , 
their entitlement weights and added together to arrive ^ 
at- ^number of total Federal children that reflected 
tl^elatiVe- Federal burden associated with each type 
Of ^udent. In this instance, "700 military "A", students 
would,be>ltiplied by their entitlement weight o.f ' ~^ 
1, and 200 ;nUitary "B" students would be muUiplied by ' 
^ their weight of .50. These results would then be 
- added-to arrive at ah.adjusted Federal student count of 
. 800 (i.e., :(1)(700) + (200).= (806):. 




, Next, these 800 ad jus t^dsFeder^l^ students would be ' 
subtracted from the -districf.s tota^ADA of'l,000 to 
arrive at an adjus.ted cc^L of ^200 no^deral students. 
This number is adjusted because, in additibi^ to the 
actual count of 100 non-Federal students, 'it Vnc^udes " 
that portion, of all Federal students .who do not Vi^^e- ^ 



as'foUowsf '^'^ illustration can also be, summarized 
Total ADA. 



Adjusted "A" Military ADA (700 x 1) '.[]'.]'.[' [ \" ^'S5° 

100 
800 



Adjusted "B" Military ADA' (200 k .5) inn 

Adjusted Federal ADA (700 + 100)i..... . JSJ 

Adjusted Noft-Federal. ADA (1,000 - 800). ' 



Huinbsr of Children for Whom SAFA Parents ^ 
Are Made (800 - 6) . 794 * 
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sent- a Federal burden (ih this instance/ one-half \the 
200 military "B" children) . 



I 



- 'Finallir, the ^200 adjusted non-Federal students would ' 
: . be multiplied br'S percent -to arrive at the number of 

Federal children the district- would- have to absorb.- ^ 
. In this example, the district would have to 'assume 

the full costs of educating six of its Federal stu- 

dents (i.e., 03(200) = 6), while the Federal government . • 
• - would pay the district its full local, contribution 

rate for^each of the, 794 remaining Federal students. 

A less iieavily impacted district would be treated quite 
-differently by this absorpti6n. To take' an extreme but not un- 
^cdmmon example, if our hypothetical district had had only 10 ' 
•.n,ilitary.,"A" and 20 military "B" children, th^ 3 percent ab.orp 
tion would have been applied to a total nol.-F«derar ADA of 980. 
•Since the. number of students to be absorbed (i.e., .03(980)= 
-29.4) would- have been greater than the adjusted Federal child- 
•pount of 20, no- Impact Aid payments- would have been made to the' 
<3istrifct. * ■ 

• Although it may not be readily apparent, this reform pro- 
visionwill also result Jn considerable pjogra^ rationalization 
and administrative' simplification, m particular, absorption 
of this;-form eliminates the need for a tier system to prorate* ^ 
entitlements. .By reducing total program costs and by 
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^transfWng all Federal students into essentially equivalent units 
^ of burdenXthis absorption ^permits the Federal government to 
_ pay the fuilN^sts of educating all' non-absorbed Federal stu- * , 
dents,i/Mn adWon, if the absprptlon percentage w^^re set 
equal to or great^ than the present eligibility, thresholds, 
^ Hhen the latter 6ould be dispensed with entirely (i.e., absorp- ' 
tion would replace or substitute for the present eligibility 
criteria).!/ Establishing a single" eligibiUty/absorp tion " 
threshold would have, the added advantage of treating eligible 
and ineligible districts on a more equitable basis, because 
ineligible districts would no longer have to absorb the costs 
of educating a percentage of npn-Federal children which is 
greater than that absorbed by eligible districts. 

• If one accepts the argument' that Impact Aid payments should : 
be tnore heavily targeted on high impact/high burden districts " . ' 
than on districts that are lightly impacted and can afford to A 
pay thpir own way, thei^ese )^esults are reasonable and progres-' 
sive. Ih effect, the "^absorption • reform.should accomplish a 
■ significant amount W f^und redistribution ' On the one hand, 
. it should eliminate 'payment's for all' children in the most 

" ' WiSSi^^s sua , : 

2/ ?S ?n Tdi^rai students. ^ ent"le- 
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lightly impacted local educatiOK agtencies and for some children^ 
in all but the most heavily impacted ones. ■ .On the other hand, 
because final payments to npn-absorbed children are made at 
full LCR (rather than at some prorated amount specified by 
tier system), many fteavily and moderately « impacted districts 
should receive more aid thaa'they wpuld without absorption. 
That is, this absorption should 'eliminate payinents for lightly ' °- 
impacted districts and partially rechannel these savings to 
districts that are more heavily impacted and in greater Aeed . 
of Federal support. < . 

- Three variants of this "burden-based" absorption reform option 
have been examined. These variants differ only in the level J 
of absorptipn ea<:h specifies. .The firat 'opkoi^ sets absorption,.- 
equal to 3 E>erceht,. while \he second ^d third variants requir&>.j;^ ' 
respectively 4 and 5 percent absorptibns. These levels were ■ " ' ' 
selected because they proyide a range of options for reducing^ 
or eliminating payments to lightly impacted districts whose \ • ' • 
percifitages of Federally connected children are below or slightly " 
■ above national average Federal impact;;. Essei^tially , all of 
these absorptions seek to. establish the principle that the 
Federal government'* responsibility "extends only to those dis- ^ 
tricts with an above average 'Federal impact and foir districts 
that_have such an impact ,.. .only to the costs of educating the- 
students gbove that average." 1/ / ^ ' .. ' 
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The 3 percent absorption was chosen because this, was approxi- ' 
mately the national average Federal impact th&t Vas calculated 
•using Impact Aid program child counts. i/ The 4 jJercent .variant 
is an upward adjustment introduced because our data have not-- 
. * permitted. us -to calculate average impacjt using Federally connected 
students. 'in non-Impact Aid -eligible^ districts.' Finally, 5 per- 
cent was- selected- as the maximum absorption likely to improve 
the program's abilitf to target funds'on heavily impacted dis- 
tricts. A higher- absorption "would probably- result ^in unaccep- 
^ tably large, losses for moderate and high impact districts. 



Effects of Absorption Reform "" J 

The discussion thus far 'has focused on the cdhceptual justi- 
fdcation and. design o.f each of the absorption reforms without ! 

■;. . ^ - — ■ • " ' ■ ■ • ' 

* SSr^^^^^r^^J^ national basis, the student count* situktion is 

" -. approximately as fojlows: 

.3(a) Students '(weighted " 364 946" 

3(b) Students (weighted) .* .* ' 93o'496 

^ Section 6 Studenjts (weighted) | 42,'oOO 

/ *, - Total Federally Connected Students 1 337 442 

y 6 . ... Total. Student's '(Approximate) 45, 609^000 ' 

; Percent of Non-Federal." , 3 02 

'* {>ercent Federal of Total ; ' ■2.93 

Nun^r of SAFA children based on 1976 SAFA pKjgram tapes. and 

adjusted by entitlement weights. Total studehts obtaiLd 

2^°^? The Condition of Edudation, 1977 edition. National Center 
rtor Education Statistics, p. 30 
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examining whether any of these options actually results in a- 
more equitable distribxrtion of Impact Aid funds-. This i&ectic5n 
takes the analysis one step further by reviewiijig what happeijis 
to the distribution of program dollars .when each of the reform 
options is' implemented. ' ' 

TcQjle -17 provides a summary of the funding changes which 
would resiilt from the four absorption reforms. The table 'shows 
FY 1976 Tier 2 "A" and "B" full reform payments for districts 
classified by degree of impact, metropolitan status, and prop^ 
erty wealth, as- well as ^he percent^^tge changes in these'^^^o 
that\^ould result from each of the f^Mlr absorption re firm 
options. - . 

- As can be seen r -the first absorption reform, whiph removes 
the limitations from the current provi'Sion , reduces total 'funding 
by about 20 percent and eliminates 455 districts from the program. 
These changes ^are as' large as they are primarily because jthe. 
absorption percentage for the option is approximately ^4. 7 percent. 
This is more than double the (Current percentage and results 
from including all SAFA districts in the computation of average 
"B" impact and removing the 4 percent maKimum limit on this ^ 
calculation. . ' 

Savings unde«r this option are the regult of reduced paymentsV 
for all classifications. of districts, although the largest reduc- 
tions are incurred by districts in -the lightest impact categories, 
particularly those in the grou^ing^with less thao, 5 percent - 
Federally connected children. This lowest impact category ' suffers 
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TABLE 17^ Changes in f\i11 Reform T 



District Characteristics 



ler 2 A -f B Payments Re 



suiting from Alternative Absorpti*&n Reform Option^ 



FY 76 Full .Reform 
(Through Tier 2) 



AIL ^Fh DISTRICTS .^..V 

Percent SAFA Pupils (Unweighted ) 

75 - 100 

50-74 

25 - 49 * * 

15 - 24 
10-14 
5- )9 
Less Than S 

Metropolitan Status 

Central City ' . ' 
Suburban 

Non-Metropol itan 
Unclassified a/ 



Property Per Pupil b/ 

Lowest Quart ile 
2nd Quart ile 
3rd Quartile 
'Highest Quartile 



A ♦ B 
i of Payments 
Districts ($ in 0000} 



Current Absorp.With 
Limitaiior^ Removed 
(Through Tier 2) 



Changes Incurred By Imposing Refor'mT 



Kumber of 
Districts 
Eliminated , 



(1) 


(2) 


(3) 
1 — 


3 876 


^ 51^733 


*■ 455 






1 « 

1 


99 


$ 75.73 




^ 108 


51.47 




0OS 
480 


132.95 
95.26 






79. 28 




1 245 


47. zo 




973 ' 


" 28.35 


455 


252- 


$ 141.13 


12 


1,045 


' 167.99 


17U 


1,938 


183.23 


257 


641 


19.97 


22 


. 898 


163. 


y9 


79*9 


* 106.56 


110 


* 696 


•73.74 


111 


673 


83,90 


97 



% Change 
* in A ♦ B 

s 

Payments 
(4) 



20.26 



- 1.21 
3.20 

- 8.72 
-^2 

- 31.76 
r 

- 48.50. 

- 83.63 



No Tier -Absorption Based on Federal Burden; 



3 Percent 



4 Percent 
_l_ 



5 Perc<»nt 



Number of . % Change i Number of 
Districts in A ♦ B Districts 

Eliminate'd Payments |- Eliminated 

(5) (6) { (7) ^ 



% Change j Number of % Change 
in A ♦ B 1 Districts in A ♦ B 



Payments 




- 13.40 

- 24.60 

- 27.32 

- 34.45 



1,953 



0 
3 
17 
43 
97 
829 
"964 



♦ 6.23 



♦ 1, 
+ 12. 
♦27, 
♦ 29, 
22. 
-61. 
• -99. 



97 

64 

45 

55 

11 

15* 

24 



2,316 



, 0 
3 
19 
56 
154 
1,113 
971 



(8V^ 
- 7.48 



♦ 1.74 
♦11.19 
♦21.37 
♦13.53 

- 18.50 

- 88.78 

- 99.94 



122/ 


•+19.40^ 1 


\139 


' - 7.22 


161 


-^83 


- 0.28 


704/ , 


- 11. 2S 


.759 


956 . 


"+3.31 


1,135 


- 3.93 


1,248 


309 


- 5.30 i 


339 


- 10.16 





403 ■ 
407 



370 



+8.90 
+^.91 
- 3.20 
+13.33 



477 
378 
4Sf4 
435 



♦l.?2 
7 12.90 . 

- 18.04 

- 16.38 



Eliminated 
(9) 



Payments 
(10) 



2,530 



0^ 
3 
19 
58 
267 
1,194 
973 



r 529 * 

550* ^ 

' ^ 509**'^/ 

V 475*, 
I < 



18.9^ 



+ 1.52 
♦9.74 
♦l5.3(f 

- 2.48 

- 57.00 

- 97.17 
-100.00 



- 30.54- 

- 19.95 

- 9.68*, 

- 14.52 



- 5.00 

- 29.15 ^ 

- 42.79 



£/ These districts could not be classified by metropolitan status. HoweW; mcist are 
b/ Districts are classified on the ba^is of within-State ran)tingfi. 

SOURCE, 1^76 SAFA Program Data «atchedVh 197o'census (^^tApolitan Status) an^ 1974 



small and thus like to be non-metropolitaHq^ charactet.' 



1' . > A 

•1975 Equalized Property Value Data (Property Per Pupi;) ^ ' 
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reductibils iiT-pairaents of,abo,ut 85 percent, including lotees > 
of 100 percent in 455 districts. - 

Sinjje low impact .districts frequently 'are metropolitan in 
character' and are oft^'ifi the top two quartiles of property ' 
wealth, large reductions for districts in these classifications' 
are observed as well. The smaller losses in thehigh impact 
•categories probably, are the result of the low concentrations 
of "B" Children in these districts. . ' 

3®ifiE^^^^^^orption,option is an improvement over the' 
current provision and ;has several features which, may make 
it attractive as a reforiS strategy. It-achieves significant 
cost savings by spreading p.ayment reductidns across 
.v-irtuaily all districts^ .In- addition it is progressive, 
in that the largest reductions occur in the le^st burdened 
districts. Finally, since only a relatively few 'districts ' " 
would have their payments eliminated completely ,:/the 
r^eform has a certain amount of .political appeal 



1 



On the other hand, this option can be criticized, for not 
soy adidstina fnr Por?^y 



.^equate-fy ad;j^sting for Federal! burden. Low impact distric^ts 
with small-fUbers of "A" children could easily absorfc- the costs 
Of. educating these childreA. In addition, under this option,' 
most participating districts would continv{e to be in the- two 
lowest impact categories and would also continue to receive 
their funds in relaftvely small per pupil amounts. 

The 3, 4, and 5 percent burden-based absorptions are sig- 
nificantly different from the first absorption option, partic- . 
ularly with respect to tje^l^y they affect participation 
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and payments for 'districts in the most heavily ahd\lightly 
burdened categorizes. , ^\ 

Table 17 shows that while tlje firs^ absorption re,loL cl im-/ 
inates all payment^ lor 45S . districts , the numbeV for, whi^ 
payments are eliminated completely under the l^rden-based 
absorptions ranges from 1,953. (about 50 percent pf all districts) 
under the 3 percent option to 2,530 (about 65 percent of ^11 
districts) under the 5 percent reform. l-cw of the districts 
eliminated by any of the, burden-based absorptions come from " ' 
- the three. most heavily impacted categories. Indecdfasmay ^ 
be seen, most of these districts are lightly impacted, with 
Federal enrollments of less than' 10 percent. This result was 
to be expected. Xfter all, a principal goal of these thf^e , ' 
reform options is to eliminate or 'reduce funding for. districts 
which are not significantly burdeaed by Federal activities. 
Although similar to each other in terms of their effect 
I on district participation, the burden-based absorptTon^s" diffSr , 
in their impacts on total program costs. Thus, wh ile • rediATt i^^ns 
.under the 4 and 5 percent absorptions aj;e; Veapectively 7.5 '' 
and 19 percent, the 3 percent, absorption actually incrt^iscs 
total program costs by over 6 percent.- 

The.se funding effects are the result of two separate 
> absorption design foatu^s. On the one hand, reductions in aid- 
to districts occur because payments are made for fewer l-edtrally 
connected children (those not absorbed). • S^or- cxampi c! in the ^ 
two lowest impact c.itegories many districts noMongcM- receive 

♦ 
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payments because the number of Federal children for whom costs . 
are to be absorbed approximates and sometimes equals their total 
' number of Federal children. 

• On the-^er hand, increases under absorption are the result 
. pf maki;^ payments for the remaining federal children at full 
entitlement, rather than at Tier 2 levels. For districts in the 
three most heavily impacted categories, where fewer child^ren 
are absorbed, the funding increases from eliminating the tier 
system outweigh the savings from absorption. Increases are 
smallest for districts in the highest impact category because 
many o£ these districts already receive .full compensation for 
their "A" children under the current iLw's proKs?on, which ' 
- sets Tier 2 payments for. "A" children equal to full- enVitlements 
. in districts where these students constitute at. least 25 percent 
of totaic^enrollment^ ' • - 

Although all three burden-based reform options in^ease pay- 
ment^ distri-cts in the heavy impact 'categories and 4^tantially 
.. reducKr eliminate payments in the lowest impact categories, 
they dtfjer in their-.ef^ec^s on payments t</ moderately impacted 
districts (i.e., those with Federal .enrollments of. between' 10 and' . 
24 percent) . .. _ ■ , • 

■ The 3 percent absorption^incre^ses payments to districts 
whi^Jh are moderately- impacted primarily because the^e district* 
contain many public housing and "B" category childre^ - chUdren 
for whom full entitlements are "substantiAll^^reatef than Tier, 2 • 
-payments. It would appear th^, in " these mpdeVat^'ly impacted.' , ' 



districts^, the 3 percent absorption - does not reduce the n^amfcer 
of children- for whom payments are made««nough to offseto the," 
effects of paying full entitlement for all reifiainihg children. 
Thus, large increases in payments result for districts in .these 
two impact 'categories, 'similarly, when districts ' are Qlassififed 
> by metropolitan status, cities which contain the majoriti^ <^ 
public housing children — gain over 19 percent in Impact Aid 
funds.. Since cities tend to rank in the highest property wealth-' 
quartile, it is not surprisiflf tb find that payments -to these " 
wealthy districts increase*by about IS percent. i/ 

In cootrast^to the increases resulting f rom *the 3 percent 
absorption, the 4 percent absqrp^tion would reduce' paymeots to 
the 10-14 percent impact category and increase payments -i/r the 
15-24 percent group. Under the 5. percent absorption, both 
categories -would expedience reductions. Apparently, 'these higher 
absb^tion rates more than offset the effects of paying fifil - ' 
entitlements to districts in these categories, with the result • 
, that t'hei^ payments are reduced as the absorption percentage is ' 
increased. Not surprisingly,^ i^an and' high wealth qu^iitile dis- 

tricts experience payment 'reductions Under the 4 , and 5 --ii. ' • ■ 

, percent options. * ' ' ' 

^^^^ ^ -riJ^. . i_ 



y w'hen a 3^ percent absorption iV- combined with the e;im£liatio"fi 
of, entitlements for public housing and "B" out-of-country 
children, the -effects are similar to those- of the 5 percjent 
absorption option. Total program^ costs' wotfld be. reduced by ^ 
22 percent; "the moderately impacted categories would lose 
from ^16 to ^67 percent of their payments; city districts 
would experience> 51 percint reduction;, and payments to 
/ top quartij.e districts, would decrease^i^ 69 percent.' 
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Although all of the absorption reforms examined achieve 
some measure of success in reducing payments to lightly > 
burdened districts, the burden-based r.eforms are the most ^ 
successful at rechanneling these funds to districts which are 
heavily impacted. By eliminating the need for a" tier system 
and separati^,^^^bility r^irements / they ^also "achieve a 
considerable measure of program simplification and,' equity. ' 
Requiring that all districts absori' the costs of educating an 
equivalent percentage of their non-Federal children solves <-the 
problem that under the present program Impact Aid districts 
are paid for all of their Federal students (even those below 
the eligibility threshold) while non-Impact Aid districts 
receive nothing. Assuming fuir local costs for .all ngn- 
absorbed Federal students, rather 'than only a portion of thesel 
as determined bx the" tier system, .reaf-firms the Federal 
government's commitment to pay a fair share.' of the burcJen it^ 
created. * ' 

I * 

0 , * . * 

. As a practical matter^ howevej, the burdened-based absorp- 
tions do have^f>e major drawback. Specifically, their benefits 
are achieved by eliminating many districts from the program, 

'^omethdng-^e first optiori does not doj Indeed; in this respect 
ehe first option is the. most acceptable reform examined, even 
though it-has few of the acjministrative and equi^ty properties^ 
y/hich recommend the three burden-Erased preforms . If saving 
districts is a major selection criterion, then retaining the 

--currefit absorption without its restrictions is the most viable 
reform optional have examined. - * ^ ^ 
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^ . ^ Modif icatrons' to Improve Coordination 

wi th State Equalizat ion Efforts 

Previous sections have ijJentif ied several ways in .which • 
the Impact Aid program may interfere with St-at^ efforts to equ,^!- 
ize school finance. In a few States the net ef f ect^^f. the. ^j^o- 
gram actually is disequalizing — 95th to 5th percentile, dis- 
parities after SAFA payments are larger. In these cases, the 
cost for. the State achieving "a given degree of equalization 
is increased- correspondingly, which means that Federal and State 
dollars are pulling in opposite directions. In other States the 
program has an equalizing effect, but this effect is so modest 
' almost imperceptible. This" is bec^yse almost as many 

funds are distributed tojiigh revenue distriSs as are distrib- 
uted ,to low revenue districts. Finally, the program effectively 
interferes with equalization efforts by barfing all but a few 
S'tates from offsetting 3AFA payments to high wealth districts. 

In this section we will concentrate on reform options 
designed to moderate the prohibition against State offsetting 
under conditions] that contribute to further equalization {/ee 
Figure 4 for an overview of these -options) . eiearly , , a //olution 
' to this general problem will, provide relief in those 
where Impact Aid presen^ily is disequalizing and wii 
advance further the cause of equalization in otl 
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'Figure 4 : Cqualization-Related J^^tions 



Opt ion 



V 



Option* l i 

e;ctend' 
rreSnt 
xgeption 

©VISION 




option 2 ; 

ELIMINATE 

FEDERAL 

EQUALIZATION 

TESTS 



Basic Features 



Permits offsetting in 
proportion to how closely 
the State approximates 
Federal equalization 
standards 



Permits offsetting in 
proportion to the portion 
of each district's, local 
revenues that, is equalized 
under the State* s program 




Recognizes differences 
of degree among States 
below the present 
equalization threshold 



Disadvanta<^es 



Dispenses with 
Federally prescribed 
standards 

Fully consistent 
with State equaliza- 
tion efforts 



o FederaJ standards are 
Open to criticism 

o May be regressive 
with respect to low- 
wealth districts 



Extent of offsetting 
not limited by 
degree of overall 
equalization 

Low-wealth districts 
could lose in States 
with inadequate plans 



Option 3 : 
'PERMIT 
OFFSETTING 
FOR HIGH 
WEALTH 
DISTRICTS 
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Maximum offset rate- is based 
on the equalized portion of 
local 'revenues, and applies ' 
to districts at. 125 percent 
or more of average wealth, 
with proportionate reduc- 
tions* for districts in the 
range 101 to 124 percent 



Provides a graduated 
approach basfed both on 
^ district wealth and 
.overall levels of 
'equalization in each 
State 

.o Limits <5ffset to 

high-wealth districts 



Prevents equal .treat*- 
ment of low^wealth 
districts in* highly 
equalized States 
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9£.^h9Il-l}. l2^tension of^ the Current 

Exce£tion_ProyisioTi f"" ' ^ ' . 

The first option to ^e-ejcamined would extend the current ■ ' 
exception provision to allow States, which .have achieved signif- 
icant equalization," but do not meet the strict qualifying tests, 
to offset apportion of Impact Aid payments. Under "this, reform, 
the' amount of Impact Aid which a" State co61d substitute for itr ' 
own equalizatipn aid would depend on the/ extent to which the' 
State has equalized expenditures Statis which attain or sur- 
pass current Federal equalization stanLrds would conbinye to 
iioplement the present provisions for Counting Impact Aides' 
■local revenues. A State falling outside the Federal standard 
would count a lesser portion of i.ts Impact Aid payments corres- . 
ponding to the degree of the State's departure from the Federal 
standard. ' ' 

For instance, under this option a State with a disparity ' ' 
ratio within the current 25 percent limit'would still be elijibl^ 
for the-^aximum offset. Proportional. reductions from the maximum 
offset would occur for States, with disparity ratios between *25 
and 50 percent. A State with. a ratio that was greater than 50 
percent, or double the present limit, would still be ineligible 
to count Impact Aid. Based on current information about within- 
State disparities, this graduated cutoff provision would extend 
eligibility to nine States that otherwise would ^not be eligible. 
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. This option responds to the criticism that the current tests 
. are too restrictive - and do not recognize' the efforts 'of States • 
■ which have achieved a substantia]; degree of equali-zation, but 
still fall outsi^ie the cutoffs established by current Federal . 
criteria. Under the present law, States which nearly meet the 
critieria (e.g., a State where spending disparities ajtionq .the. 
5th and 95th percen-tiles -are 30 percent', rather than 25 percent 
needed to^ qualify) afe treated the same as those which have not 
. made any atten,.t to equalize, and may have disparities of as 
much as 2.00 percent between high \nd ■ low "^resource districts. 

This option, however, provides an imperfect solution. ' It 
would require, continued reliance on Federal standards to determine 
the -degree of equalization achieved by >^he' State. - These stan- .- 
dards have been criticized on the ground that they are based on 
questionable assumptioris as to the propef goals and methods for 
achieving equalization. .Curren'-tly , there is* litt le consensus - 
as to what are the most appropriate ' goals and methods. Conse- 
quently, some view Federal standards as a first step toward 
dictating how the States should equalize. 

Perhaps the strongest criticism of^this option is that.it 
* fails to protect the interests of resource- poor districts within • 
States which have inadequate equalization plans. Reductions in 
State aid for even a portion of -the Impact Aid payments to low' 
Resource districts would reduce revenues where they already 
•are;^t critically low levels. 
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Option 2 : Elimina tion of the Fed eral 

> E qua lization Tests 

' ' ^ 

- ©ption 2 would entirely eliminate the Federal tests , for 
determining whether a State ' s 'program is 'sufficiently equalized 
to- Qualify for the exception and be permitted to count Impact " 
^Aid as local revenues. , All States with an equalization ' plan 
^(i.e., currently all but one State) would be permitted to count. 
Impact Aid as local revenue. This option would retain the pro- \ 
viso that limits the share o^- Impact Aid which a' State can count 
to the proportion''of locally raised revenues covered under the 
. ' State equalization plan. Under this option the Federal govern- 
'ment would no longer set standards for State equalization pro- 
grams, a process whicb has proved *to be ver;^ , difficult ^and con- 
troversial, ; • ^ 

This approach is intended to assure that -Impact Aid dis- 
tricts are treajied in the same manner as non^^Impact Aid districts 
^ , under the State's equalizing plan. Permitting the State to 

count Impagt Aid payments in the same proportion as it counts 
local revenues under the State plan provides 4p approximation 

•of the way revenues would have been treated if the local district' 

t * 

had been able to tax Federal property. In effect, this option 

would permit a State to redirect its resources away from^hi'gh 

^ ^ T wealth districts) thereby improving equalization, 

^ y\ ^^^^2 which have enacted extensive equa^^lization plans 
^\ . ' 

covering the largest portion of locJilly raised revenues would be 
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\ able to substitute the greatest fraction of Impact Aid for 
State Aid. To the extent that highly equalized States would 
benefit most under this option, it could be veiwed as encf^uraging 
States to equalize. 

Although it would reduce interference of Impact Aid pay- 
ments with State efforts to equalize, this ^ption can be criti- 
cized on several grounds. In particular, although both Impact 
and non-Impact Aid districts might be treated equally under 
the State plan, this similar treatment could be disequalizing 
in States with weak programs. 

As in the case of Option 1, a. disequalizing effect would 
result from taking away impact Aid payments to low resource dis- 
tricts/which are inadequately served under th^ State plan. 
Unlike Option 1, the State offset is not direqtly diminished 
f for departures from .equalization * As the data provided in / 
Table 11 (page 60) indicate, appi^oxim^tely 53 percent of Impact 
Aid districts rank in the lowest two quartiles in terms of 
.j^ reveriies per pupil. These districts recei,ve about 61 percent 

^ -of aJ(l Impact Aid funds/ In such <districts, the Federal payments, 

if offset by reduced State aid, would fail. to provide either 
adequate compensation for burden or improved equalization,' 

Critics of this option will also question whether treatment 
of Impact Aid payments upider the S'tate plan vould be equivalent 
to the treatment of revenues that a district would have raised' 
if the Federal property were taxable. As our , evaluation of the 
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program demonstrates. Federal Im^ct Aid payments may noj: be ' 
a gaod indicator of* what local revenue-raising ability would be 
0 i£ Federal property . were taxable, or what it would have been. ^ ^ 
in the absence cof the local* Federal activities. In addition, 
even if a district raised the additional revenues as opposed 
to receiving Impact Aid, it does not follow necessarily that 
State payments would be reduced* For instance. States may 
guarantee a minimum level of aid' to all districts. Thus in 
high wealth. districts receiving the minimum level o^ State aid, 
additional local revenues would not result in reduced State aid. 

Option 3: Wealth-R el ated Option ^ . /* . . , 

This third equalization optior^irectly addresses the problem 
of Impact Aid* payments" which increase the resources of already 
wealtliy districts. The current qualifying tests would b^ replaced 
by a measure that\permits a State to offset Impact Aid at the 
maximum rate (i.e., .the proportion of total local revenues covered 
under ea'ch Staters plarf^^ far- all districts 25 percent or more 
above average wealth in. the State, Proportional reductions in* 
the maximum allowable offset rate wo'uld be made for districts 
with wealth advantages in the range jDf 1 to 24 percent over the : 
State average. Thus, for a district whose wealth is 10 percent 
above the average and where 75 percent of all its local revenues 
are equalized, the allowable State offset would amount to 30 
, percent of the' district's SAFA payment" (L.e. , .10v^-2 5fh-^'? Sf 75 

• • I 
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percent) • States would not be able to count any Impact Aid 
as local revenues in districts of below average wealth. " • 

Over. 1,000 Impact Aid ' districts (about one-third of all 
Impact Aid districts) are above their State's average wealth 
and would be included under this option.. More than 600 ate over 
the 25 percent advantage level where maximum pffset is per- 
missible. If State finance systems were' fully equalized then * 
.the total 3AFA dol^r^ that wou^d be at risk in districts of 
above average wealth , would amount^ to about $90 million. 

Under this option, the wealth measure in the State equaliza- 
tioi? plan would be uSBd to determine how each district ranked ^ 
relative to o£hers in the S'tate. Although there is no uniformly 
applied measure of wealth (e.g'^, income or property valuation 
aire t^o coranon m^eas'ures) nearly all States 'have implemented 
some systepfi for measuring the fisca.1 capacities of their districts 
Since this option is concerned with the wealth of Im'pbct Aid dis- 

:M / < ^ 

tricl;^ relative^fto other districts in their respective States, 
reliance on the 'State's ov/ivmeasure • would be a reasonable solu- 

tioff to .ti^e problem of. racking districts based oh their wealth, 

, * '■* ^ 

short of imposing .a>f^nifqcm Federalr/d^finition-: ^ 

.^'^ ' ' - *" ^ 

The tJ^reshold of' 125 {i>ercent of State ' average weaLLth Was 
selected;^in order to assure th'St ^r^lictions I'ri State aid will not' 
impair the district ' s abi'lity .to' finance education; Alttough it' 
is 'not 'possible^ to identify jD^^cisely point above ,^hich dt is 
certain that ever^distVict woula*^l$e at a fiscal advantage in fi-,, 
nancinq its edu(iation'^'*costs , it does , not seem, unreasonable to 
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assume that. districts.which .are i25 percent of State average 
wealth have such an advantage. TKe 125 percent threshold, as" . 
opposed to a threshold-set .at the State average, ' allows dis^ " 
tricts an extra mairgiii above "the State average for diffewfrng " , . 
pupil needs -aFKi greater ed^^eational service costs. Proportional ■ 
reductions for' districts between 100 and 125 percent of the 
St^te .average wealth protect against excessive losses of ^tate 
aidVtp districts closest to' the State average. The sliding 
scale also^^avoids the inequity of substantially different treat- 
ment for.disVi^ts which are very close to J;he 125 perc^ 

threshold! . . \ • • 

1 _ ^ 

On baiance. Option 3 succeeds in meeting most 6f the ob^ec- • 

■ • * 

tions that can be. directed against the first two options: low- 
wealth districts are fully protected'. States »re permitted to 
•apply their own measures of wealth, ^ and^ rates of offsetting 
are scaled to both State equalization and relative dis^ict 
wealth. On the other hand, this option can be criticized as 
potentially disruptive of stat.e school fi^iance reform efforts.\ - 
In particvHsir, by preventing highly equalized States from reducing 
State Aid to offset Federal paymeiits the- option can npset state 
efforts to reduce -inter-district revenue disparities. In efiect, 
it causes total revenues in low-wealth Impact Aid districts to 
be much higher than those in low-wealth non-Impact Aid districts.'. 
That is, this provision can create new disparities c^l its o^n. 
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. •■ Given the variation among the States in the methods'.and- 
f ■ ^ ' ' '-. , ' ' ' t 

gcjals of school fipanc^ equalization, as we'll ar. In' the^ -extent 

to which equalisation ha^, been a-chieved, ^fashioning a F.ederar 
policy regard|hC;>the- relationship of Impact Aid to State efforts 
ta equalize is a complicatej^ tas^ The currenl; provision, which, 
'*attenj|>t^ to resolve some of the problems if only in a few 
highly equalised St#tes — represents ^an _ improvement" over the 
absofiit^e prohibition against -States taking. Impact Aid into ~ ' ♦ 
■ficcount when distributing their State aidT However, for the 
vast ^^rtiajjority -or-Sta'tes," many Of which" currently are trying to 
improve ti^^, ability- .of-..their aid programs^ to equalize educational 
expenditures. Impact Aid can int^rf'ere .with State ob>ecbives. 

If thei;.ob-3ect/ive*'bf „re^rm is-to ensure that. the Jmpact Aid 
program remains neutral with fespfect^io State equalizatibn efforts, 
the second option, which would eliminate th^'%-trict qualifying"/ • ^ 
tests and permit victual lyf all St%tes--t;o couat -Impact Aid py^^ents, 
goesVhe fv&thest o^ the .three options toward achieving^Wat 
goal. :.To a lesser ^ten^ th'e firtt option also directed 'toward 
coordinating Impact Aid -with" the State plan for distiribjtinq 
Its aid. However, if- one is most concerned with assuring, thot 
Impact Aid has the effect of increasinglequalilationf the »tl>ird 
option, which considers the wealth bf Ini^act^d districts,' would 
be preferable, finally. Options \ and 3 might be' considered as' 
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a packagl2. This combination permits the ma^i^fifum Vedefal coor- . 

dination in highly equalized States and improves equalization 

' ^ • • • • 

Yith respect to hiqh wealth districts • in -all States. ' » 

* -J - • 

By almost any -aggregate measure, equalization^^fitjsd rr^forms 
of Impact Aid provision^ 'can exert only'^a modest inA^^ce on 
State finance.. Nationally , 'SAFA-^payments amount toOess thun 
2 perccat of all current expenditures for public elenentary ' ^ 
and secondary education. Thus/ the importance attached to pro- 
posals of the type just considered is largely based on prin- ; 
ciples of equity and policy concerps in thfe areas of FGdf>r%l/ * 
State/local, cooperation. At^he distrrc't level, specific ref^rrrv* 
options can have a substantial 'effect .for certain hicjh impact ^ 
districts. • At State and Federal levels / the fact that program 
dollars may be pulling in opposite directions must be a matter 
of policy concern, irrespective of the absolute magnitude of." . > 
the amounts involved. For both of the$e reasons, equalization- . 

/ ' ■ 

related refori^s are defeorving of serious consideration. 
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IV* COMPREHENSIVE OPTIONS 

. ■ •' / ■ ■ 

^The preceding section examinjed the independent effects on 

funding and district participation, of several solutions tcT^ 

t)xoblems presently besetting the Impact Aid program.* This con- 

eluding .section essentially repeats that analysis for different 
m 

combinations' of . these options. The cpmbirtations we'examine 

illustrate what happens when a number of current program pro- 
^ \ _ * 

visions arte modified simultaneously to ard^^ress the major issues 

raised throu^^o^t the report. In effect, we have sought to 

\. . > ' . . 

(Resign several compi:^hensive reform packages which move in the 

direction of improving the7>z:Qgram' s ability to equitably 'com- 

pensb^ distx^icts for .genuine Fed\ral burQen* * 

-Six design p-rinciples have guided our selections. The^e . 
• # 

principles, or reform goals, generally 'describe our^ point 6f 
view concerning the Federal role in Impact Aid and may be stated" 
as follows: ^ ^ . > 

(1) The Federal responsibility should extend only* to^ * 
stu<3ents who represent a genuine Federal burden on 
the district. 

(2) Methods used to calculate payment rates should be as 
objective a^ possible to minimi^p the likelihood -of 
abuse* Procedure|fVhich yield unbiased approxima- . 
tions of what ^'^loc^l education expenditures or revenues 
5j/ould^ have been in the ab^ence^of Federal imp^t^ are 
to be^ preferred over othersV" ^ • 

(3) Heavily impacted districts have a more valid, higher 
. * ' priority claim on scarce F^dei;al resources than 

lightly impacted districts* 

%>4) ^ Impact Aid payments should not irltferfere w'ith gtate 
equalization programs. 



(5) Program oper;dtions should be rationalized and simplirffed 

(6? Insofar as .they occur, fund- reductions fnom reform' 
should be progressive in terms'^of district burden. . 
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As will become clear, ^each of the re-forms present;ed here 
emphasizes some principles more than others, and none is optimal ' 
from all standpoints.. Any final selection from ampng these ^ 
options must therefore depend -upon the importance each reader. f 
places on these different goals^^'and his judgment fegardincj each 
proposal's ability to attain them. * For the most part^ our in- 
tention has been to demonstrate that major problems*^ tra'n be 
addressed ia a variety^ o-f ways, not to present a' set of defini- 
-Live ^pr^og^am^^e forma . In effect, because they differ in terms - 
of the number of distiricts they elimirvate, their cost implica- 
tions, and the extent to which they depart from current prac-- 
tices, these* t^ree ot)tions il lustrate'^a range of'plausibl^ 
strategies for addressing, the* principles and refor\tr goals we 
have described. - . r*, ' 4t 



\ ' ■ 

An OyervieV of the Options . . 

Figure ^5 summarizes the three reform options to be con- 
sidered here in terms of the elements each uses t^d^ddress the 



six goals or prj.neiples we have defined. As will hk noted. 
Option 1 is a Relatively conservative reform, in that it is 
comprised of elements which generally represent "modqst d^giartures 
from current p^^gram provisions. Thus, whilV 

eiir,inates p5fy.ments for low burd^^n^ out-o^f^untV."^B" children,, 
it contmuear^o compensate districts' far public ho\isinq students 

whro ^^^r;uably are not even Federally connected. Siinilarly, , 

s 



Cooprehcn* 
sive Reform 
Option/ 



FIGURE 5 : Overview o^Comprehensive Reform Proposals. 



Refom^Goal 2: | Reform Goal 2: 

Children tor | ' 

Whoai Payments | ^ LCR Reform 

Are MAde - 8 ' , ' . 



DESCRJPTIOW* OF REFO RM ELEME« PESI-<;nED TO ADDRRfiS. 

■ * Da^^ww 1 ■ * IB 



Eliminate Pay^ 
ments for out- 
of-tounty "B" 
category 
children. 



Blxminate pay- 
ments for out' 
of-county "B" ' 
children. 

Eliminate pay- 
ments for 
public housing 
childreA. 



EliAinates pay- 
ments for out- 
of-county 
children. 

Eliminates pay- 
ments fo^ 
public housing 
children. 
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"Clean Up" cdJapar- 
able district 
method fi, restrict 
use' to heavily 
impacted' ^stric^ts. 
All other districts 
use greater of 1/2 
U.S. or State avg. 
expendit^H^es per 
pupil. 1^ 



"Clean Up" •cocopar- 
able district 
method & restric; 
use to heavaly 
iiqpacted districts . 
All othejrdistri^s 
use 1/2 their St's. 
average expendi- 
tures per pu^il. 



' Reform Goal 3 : 

Districts for 
Whom Payments 
Are Hade 



Retain* current 
absorption 
pxovision ^without 
limitations 



iB^lemfent 3% No 

twier burden- 
Jsased absorp^ 
*tion, 

i.e., absorp- 
tion at national 
average. 



Eliminate ocpp^r- 
able district, 
method ei^tirely: 



Calculate LCR 
ba6ed on State's 
local ly-d<irived 
expenditures per 
'Pupil or 1/2 
State average 
expenditures p«r 
pupil, whichever 
^ greater. 



Implement 5% N 
Tier' burden- 
based absorp- 
'tion. 



IP 

)rffl G 



Jlefoxir Goal 4 ; 

.Coordination With 
State* Equalization 
Programs 



I^lement wealth- 
related equal izatioi*^ 
provision. 



In^lemeijt wealtht 
related equalization 
provision 



Implement wealth- 
related equalization 
provf^on ^ 



Reform Goal^ 5: 

Administrative 
_Sing>lificati<y 



^Npne 



El iminates 
tier system 



Eliminate 
trier system 
£ coc^arable 
district • 
metiiod . 



Reform XSoal: 6 



Progr^AIve Cost 
Reductions 



Remarks 



Reductlcms are ^ 
progressive on 
percent Federal 
stiadents S weAlth 
but cities lose 
about 38% of 
their funds. 



Reductions are 
progressive on* 
percent Federal 
students fi wealth, 
but cities lose 
oVer half their ^ 
fund^. 



Disregarding 
effect of option 
on one district, 
reductions are 
progres^ve on 
percent* Pederast 
childr^ ^d > 
wealth but /itiBZ 
Itose; almost 70% 





Most modest departure from 
pi^esent progrw. Achieves 
reasonable co|^ savings with- 
out elimipating massive 
nuBd&ers of districts. However, 
reform will not go far enough' 
for. criticsk LCR reform is 
especially weak element of 
this proposal, 'bption achieves 
no administrative sin{>lifi- 
catiohs. * 



Intermediate level' reform 
which achieves moderate 
savings. Reform eliminates 
payments for both major 
categories of low burden 
phil<^eh, while burden-bas 
absorption "reduces 'or 
eliminates |>ayments for/many 
light-moderate iaqpa ^ 
districts. Heavily ii^acted 
districts are reiatlvely 
untouched by refora. LCR 
reform Improve 8/6ver OjJtipn 1, 
but still resiuts.in imperfect 
rates. Administrative simplif- 
ication ir^oi'ts /rom elimin- 
ation of Tier System. ' Reform 
may lae tdo harsh for some, as 
it eli^natee over 2,400 
districts. f 



Major reform which achieves 
/large sayings. Eliminates " 
payments for both major 
categdries of low bui^en 
children and 5 percent 
absorption. Eliminates all 
payments to districts in 
lowest impact category.' 
Dis]?<egarding affect on pne 
district, districts in top 
2 categories of impact lose 
loiAS 0r gain coo^ared with 
Option 2. LCR reform is 
strongest of all 
examined. Significant admin- 
istrative simplificatiQn 
results from eliminating 
comparable district method 
and tier system. Reform too 
harsh for many and probably 
most controversial. 
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although Option 1 restricts use of the comparable district • 
method to' heavily impacted LEff's, it retains the current ^ 
national average method, a procedure, that is subject to sonte ' 
of the same problems which beset the comparable district method 
and one that yields equally poor approximations of^^the local 
Federal i^rden. ^ ' " 

Although Optipj:!^ 1 accords heavily -impacted districts 
higher priori^/ than lightly and mo/3erately impacted ones, it 
does so by retaining the current' program' s absor p L-it^ n pro- . ^ 
vision .without its present limitations. While eliminating * 
these restrictions is' an improvement, the resulting arrangement 
.still constitutes an unsatisfactory way to adjust for differen- 
tial Federal burden. For example, lightly, impacted districts 
whose Federal enrollments are comprised entirely'of "A" children 
will not have to'absori> costs for any of these students, 
because tl^e current absorption is .taken only against V*B" children 
On the other hand, similar districts which just barely fail to 
meet the, program* s elicjibility requirements will continue to 
assume th^ full costs^^^of e'ducating all of their' children. 

Like the two remaining- options, Option 1 specifies imple- 
mentation of a new weal thrrelated equaliza^tidn provision siipilar 
^to the one ^described in Section III,. Al{:hough data limitations, 
prevent us f rom'-determining the net effects of this .provision » 
on total district revenues, we have included ^it in all^of the • - 
reform packagdte to emphasize our concern that FedefaT proqrams ^ 
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be better •coQ.rdina ted with State finance reform efforts. This 
provision represent^ the one major departure from current prac- 
tice thai may be found in "Option 1, ' , ' ' 

Compared with Option 1, Options 2 and" ^represent mire' 
drastic departures from the present program, •pption 2 is an 
intermediate level reform." Like the ffrst option, it includes 
a wealth-related equal^tion provision and eliminates paymehts 
for out-of-county "B" children. In addition, however, the 
option. accords low burden districts and children less impor-' 
tance than Opti6n 1. it does this by eliminating payments for^ 
public housing children and by implementing a 3 percent burden- 
based absorption, which "reduces 'payments to districts in the " 
lowest impact category. '"^^ . • 

Option 2 extends the first -r-'eform's I^CR" provision by 
-alixtLinating use of the national average min-imum! As We haW 
alr-eadi^ noted, the .national average calculation yiel"ds as poor' 
an estimate of .local burden, and is as subject to overpayment, 
.a^^/any method used. Although the State "ave'rage' calculation is 
fa;r from perfect nior reasons we have detailed in earlier sec- 
tions), it does at least conform with' what we know about 
nation^al average State/local expenditure patterns-. Admittedly, ' 
taking one-half of each .State '""s average per pupil expenditures » , 
yields a gross Estimate of district burden. ' However, a^qross • 
^timates go, this one. is less subject to manipulation, tha" the 
cOihpar^ble distYict. method and is. to be preferred to tcvk^inq one- 
balf of national non"-Federal expenditures per pupil. 

. ' • \" / • ' 
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Opti6n_3 constitutes the most far-reaching reform examined.' 
■Building on changes introduced by its predecessors, Option 3 . " 
would de^al with the issue .of Federal/S,tate coordination by 
^implementing. a, wealth-related eqtaalization provision. Like 
Option 2, it would also prioritize funding" by "eliminating 
payments for .low burden out-of-county "B" and public housing 
children. *■ ' \ • 

' ' ' ° f 

option 3 differs from its predecessors, primarily, in terms 

-of the absorption and LCR reforms it specifies. As may be seon," 
' option 3 ^ould increase the second reform's 3 percent absorp- 
tion and impose a strong 5 percent pravision in its place. 
While the general form of these two absorptions is identical, 
, the 5 percent provision eliminate^ all payments currer^t-ly" " 
received by districts \ the .lowest category 'of ' impact"and re- 
duces payments to othe/lightLy and moderately -'impacted 'date- ' 
qories. la effect, t/is strong absorptipn;-prov.is ion fully ^ ' 
implements the principle that the Federal government's respon- ' 
sibUity'^xtends priitarily to districts -which are, most heavily 
burdened by' Federal activities. As wa.s noted in" a 'previous 
section, this provision actually increases 'payments to'districts 
in the three highest impact ' groupings , This is b^cau'se the 
.form-of> the provi-sion speCif^j^s that payments -for all 'rei^aining ^ 
(i.e;, non-absorbed) children be ma_de at fyll enfei'tlemen't 
fatner than at some prorated tier amount. 
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In certain respects Option 3 comes closest of all reforms 

to addressing the objectives established for payment rate cal-- 

culations. As may be seen from Figure 5, the option would 

eliminate, the comparable distlrict method entirely and replace 

It with a rate based on each Sta-te's actual locally derived 

expenditures per pupil. Alternatively, ^istricfcs would be 

permitted to calculate their compensation using the preceding 

option's r^te of one-half State expenditures per pupil. 

\^ The -advantages; and disadvantages of this calculation arrange- 

ment have been de^lt with earlier. At this point it- seems 

^* sufficient ^tipte that gaying on- the basis of each State's' 

, average local expenditures fields estimates of local Federal 

burcjen, that, on average, ar^at least as reasonable as those 

generated u^sing present procedures. The reform method has the 

\ -I 

added advantage ofbeirvg relatively straightf orwarcJ ^and "free 
from manipulation and abuse.!/ * ' , 



« 1/ Within-State adjustments for special district circumstances 
might improve this reform and make i t* more .acceptable to 
f high^ cost districts, especially those which^. serve the center- ' 
cities. Essentially, 'an improvement of this'sort would re- 
quire that a suitable substitute* f,Qr the comparable dis.tric- 
\ jnethod be identified, — one that permits rates' to. varj based • 
on within-state dost of education differences. Unfortunately, 
there -is^little concensus among experts about whether or how 
such 'adjustments shoutd be made for unimpacted distracts, - 
much lesS' impacted, ones. As a result, i,we have tabled this 
issue for future, study. In the er\d7 this problem may be - 
^oot. Center city districts ^are predo^ninately lightly im- 
pact'edy with .Federal " enrol Iments comprised picj.ncipal ly of ^ 
public housing children who are arguably not Federally con- ' 
♦ nected to begin with. Consequently, any reform that aims to 
accomplish significant reductions in payments 'for low 'burden 
students ancj ^districts is also likely to eliminate- a dls- 
r ' ^/^oportipnate number .of cities from the program, i^eqardless 
\ 'f of* how local cont-ribution rat^s. are cavlculatedv • 
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.i Thus far our discussion has examined the three reform' 
packages primarily in terms of how each addresses the first 
four^re^orm goals. As we have seen, all options are comprised 
of elements which deal with these objectives, but each differs " 
in terms of the extent to-whi.ch it does so -by departing from 
current practice. . Thus, • Option 1 is a relatively conservative 
package that tries to bring about change by \taying pretty muoh 
within the confinds of the present program, while Options 2 and 
3 go beyond the current 'set of arrangements and ii^troduce 
radically new reform*^ affecting the types of 'children and dis- 
tricts for whom payments are ir^ade and the way these payments are 
calculated. In addition, it should be nt)^ed^that Options 2 -and 
3 also differ from Option 1 because they bring about signi,- ^ 
ficant administrative simplification by eliminating the tier 
system (Options 2 and 3),i|nd the ^ comparable dis^ict calcul^ti6n 
method \op1:ion 3) . ^ 

The sixth. goal set for eaqh of these reforms specifies that' 
» {) «' -* . 

the^^ reduce costs in as progressive' a manner as possible with 

li 

respect, to district burden, 'Assessing whether they accomplish 
this purpose is the topic of the following section, which examines' 
each option*s effects on fund^Ti^and district participation. 

Effects oh Funding and pis'trict Participation !/ 
Table '18 shows the impacts on f^^ing and district partici- 
pation of each of the three reform o^R.ons, As may be seen, the 



• ; y Baseline comparisons in this section are made against FY ^ 
1976 full reform ATier 2 "A" an^ "B" payments only. 
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TABLE 18 : 



Changes in Full Reform Tier 2 A and B Payments Resulting frcxrf Alternative Coinprehensive Reform Options 



Changes Incurred Bly Imposing Reforms: 



FY 1976 Full Reform 


Comprehensive 


1 Coiqprehensive 


j Comprehensive- 




M 


(Through Tier 2) ' 


Reform 1 


1 Reform 2 c/ 


Reform^ 3 


I 


• • 



District Classification 



Number of 
Districts 
' (1) 



A + B 
Payments 
(2) 



Number of % Change 
Districts in A + B 



Eliminated 
(3) 



Payments 
(4) 



Number of 
Districts 
Eliminated 
(5) 



% Change 
in A + B 
Payments 
(6) 



Number of 
Districts 
Eliminated 



% Change 
in A + B 
Payments 



All/ SAFA Districts 

Percent SAFA Pupils 

75 - 100% 
50 74% 
25 - • 49% 
15 - 24% 
10 - 14% 
5 - , 9% 
Less Than 5% 



3,876 ^ 512,336.62 



Metropolitan Status 

Central Q:i^ty 
Suburban 

Non-Metropolitan 
Unclassified a/* 

Property Per Pupil b/ 

Lowest Quartxle 
2nd Quart ile 
3rd Quartxle 
Highest Quart ile 



99 
108 
406 

• 480 

565 
1,245 
- 973 



252 
1,045 
1,938 

641 



898 
799 
696 
673 



^5, 730. 04 
51,476.38 
132,952.73 
95;568.97 
79,283.78 
49,267.¥d 
':28,356.7a 



141,130.16 
167,996.89 
183,235.95 
19,973.60 



$ 163,926.^^24 
106,568.39- 
73,749.29 
83,902.25 



1,012 




j 

27195 


2 


.412 


- 


32.48 ^ 2 


,787 ^ 


- 43.38 


1 


- 


0.39 




1 ^ 


+ 


1.37 


1 


- 25.16 * 






5.35 . 




4 


+ 


0. 31 


4 


+ 2.72 


6 




14 .86 




28 




5.73 


37 


-r 8.70 


28 




29. 78' 




119 




33.42 


165 


- 47.85 


59 




47.94' 




259 




72. 72 


406 


- 89.29 * 


'251 




59.17 


1 


,037 




85.90 1 


,201 


- 98.02 


667 




87.66 




964 




99.3 V 


?73 


-mo. 00 


s 




































28 




38.06 




175 




57.44 


202 * 


67. iO 


340 




34.54 




709 




30.80 


819 


- 37.64 


563 




15.52 


1 


197 ' 




16.47 1^ 


388 


- ^2.46 * 


81 




15.20 




331 


/ 


17. i2 / • 


378 


- 24.29 


228 




17.40 




501 




14.32 


589 


- 17.39 


242 




32.02 




524 




34:62* 


619 


- 45.-87 


225 




43.95 




^79 




47.97 > 


555 


- 59.18' 


" 196 




47.94 




478 




7^.42 


534 


- 81.71 



SOURCE: 



l4?76 SAFA Program Data Matched with 19^ Census (Metropolitan Status,) and 1974-1975 Equalized Property Value Data (Equalized 
Per Pupil) ' : • • 
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When the one large Alaskan district which dominates this category is omitted the loss to districts with 75-100 percent impaci 
declines from -25.16jto -0.44; the loss to non-metropolitan 'distircts decljtnes from -32.46 to -27.11 

These •districts would not be classifj^ed by metropolitan status. 

Districts classified basdd on within-»State rankings. 



However, nSost are likeJLy to be'nnn-metropoHtan in character. 



ERJC2 



Tq simulate this option, I^J^s for heavily impacted districts were retained. Even though sdmc ^ *h. b* -iibtricts are not now using 
comparable district method, |he option gives these dis.tricts latitude to use it and thus retain or raise Xhoir current compensation 
A more conservative raethodoloty, which was rejected, would have assigned high impact disti^^icts n< i now using the cor|^arable district 
a rate equal to one-half theijd^tate ' s average non-Federal expenditures per pupil. 



the 
eve 

method 



levels. *J 



I 
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J '-extent to whi.ch"tlie op'tions depart from, current practices is 

parallelled by the degree to which each option changes overall 
funding and participation. . For' example,. Option 1, cdnceptually 
the most conservative reform, Also results' ih the mosf modest 
overall cost- and district reductions. Had this option been in 
effect in^j||jl976, total Tier J^ll reform "A" and "B" funding 
would have been reduced by about 28 percent, and 1 , 0124districts 
would have been eliminated from the program. 

By .comparison/ had Option 3 been operating, FY 19 76 f undine 
would have' been -reduced by over 43 percent and nearly 2,800 ' ^ 

districts (over 70 percent of all current participants) would 
. have been eliminated. Option 2, the intermediate level refprm, 

would have resulted in intermediate level funding reductions ' ■' ^ ' 

i 

_^(about 32 percent); however, it would have'eliminated 2,^12 

districts, almost %s many as Option 3,-^ the Tiarshast . reform 
^ exa'mined. That Options 2 and 3 eliminate so many more districts 
than Option 1 may be attributed almo.st entirely to the different 
types of absorptions they specify. The reasons for these, • " • 
'/ .differences were noted in Section III and thus come as no surprise. " 
All options successfully address the sixth -goa 1, of " reducinq 
costs progressively in terms of district burden, althbugh the 
heavy losses which result'/or districts in the .highest, impact 
category under Option 3- may give some .read'ers pause. Tl\cse losses 
are somewhat misleading, however, as th^ result because the LCR ' 
l^eform element in this option severely reduces payments*to the 

ERIC ' • ^ . . * . 
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one large district that dominates the qrouping. Omitting this ' 
one district from the analysis, aggregate losses .to these 
heavily impacted districts are less than one-half of'l percent - 
a result which comp&res favorably with these districts' expe- 
riences under Options 1 and 2. 

Disregarding the effects of reform Option 3 on this one ' " 
' district, our results indicate that aggregate dollar losses to 
districts in the top three categories .of impact are Ibwer for 
Options 2 and 3 than 'for. Option 1. These resul^primar^i^y 
reflect the effects of the two forms of . absorption\hat have ' 
been employed. By paying fyli entitlements for fill non-absorljed 
ch.ildi^enj Options 2 and 3 apparently compensate for the- fact 
that<t}*eir absorption components require districts to assume' some 
costs fortothN"A" and "B" category children. Although^dis- 
cricts are not required to absorb "A" children under ^Option 1, 
paym.ents are lower Because they are ma.de at less than futl en- ■ 
titlement levels. The net eff^t of these differences is that, 
in the aggr^egate, payments to heavily -Impafcted districts/.are . 
higher under Options 2 .and 3'^than- under Option 1. 

The combined effect of absorption and eliminatioji of'^^ublic 
housing payments is the principal explanation for the larger '* 
dollar and district losses that occur to moderately and lightly 
impaoied districts under Options 2 and 3. Although all options 
reduce funding to districts in these categories, clearly, ^Options 
2 and 3 do a much better' job than Op'tio^ 'l of aqhiovinq. the 
kinds- of reductigns and redistributions that most Impact Aid 
critics call for, ,' ■ 
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The progressive pattern of changes. that is 'Observed for 
districts classified Ijy per.cent of Federal children is repeated 
for districts classified by property wealth. -That is, payment 
reductions increase as district weal th'' increases • Although ^ 
losses to districts in the lowest wealth quartild^re more or 
. less the same under all of these dptions (i.e., between ^ and 
17 percent), losses to districts in -the wealthiest quartile 
are much higher under Options ^2 and 3 than under Option 1. 
These different results may once mor,e be attributed primarily 
to the combined effect which burden-based absorption afi^ elimi- 
nation of public housing have on payments to high property wealth 
• -districts. As will be noted, similar differences- may be' 
observed when the thre*e options' effects on relatively high 
property vealth center city districtS^^-a^e^compared. 



Our findings result, 'in "Several conclusions I'egarding the 
pitfalls and prahlpm^^ vhich conicront those, who would a'ttehipt to 
impjrove tiia Impact >Aid program's ability to equitably compensate 
districts for genuine Fedfral burden.^* 

Though it is perhaps -obi^ious , one point n&edsr to be made 
before all others': -Impact Aid reform which adher<?s to the prin- 
ciples we have defined 'will -reduce 5r eliminate payments for many 
districts^ There is absolutely no way to accomplish meaningful 
reforAi and maintain the' statius quo, becaqse thfe ma^orit^y of cai(rent 
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program recipients are not significantly burdened. .As we have 
seen, even a relatively modest reform like Option 1 reduces"^ 
funding and participation by substantial amounts- * Moving to 
reforms -Which' adhere more assiduously to the principles we have 
described results in evan larger reductions and eliminations- 
Thu% Option 3, which comes • closer .than any -reform to achieving 
all t>ir-t\xe goals vje^^ave established^ also results in the ^rge'st 
funding re'duotions and district eliminatigns - Practically 
speaking, th6 most theoretically "pure" reforms m'a^ also be / 
the least politically acceptable opt4ons- 

A second lesson to be learned from pur analysis is^ that 
reforms which seek to sharpen the program's ability to target 
genuine Federal burden will generally have ar/ adverse effect 
on -some types of districts and chirdren who have a legitimate 
claim on other categories of Federal assistance- For example, 
whil^ center cities are not burdene'd in j^n Impact Aid sense and 
h^ence do poorly un<^er all of our reforms, they ^o have other 
critical educational problems vhich need attention. Similarly," 
although public housing children do pgt, in 9ur , opinion, represent 
a valid Impact Aid concern, many are educationally disadvantaged 
and thus Rave a valid claim on other types of Federal assistance. 
Bectiusj? Impact Aid has nev*^ really been eq-uipp ed to deal with 
these kinds of problems / "other vehicles which tartv address these 
.concerns need to bd devised; or, if such vehicle^ already exist, 
they should be more effectively exploited. Expecting Impact Aid 
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to»continu^ to cp this kind of doubijO and triple daty.is un-' 
realistic and inconsistent with both' the program's principal 



purposesv asHd thp'^ref orm*^b ject ives we have set. 



Finally, althouqli we have attempted to-be as *thorouqh as • 
possible in our analysis.and explore as, wide a rancje Of elements 
and option^ as we could, areas exist^wnere further study is ^ 
warranted. In particular, additional investigation oT- ^1-terna- 
tive methods for gaugin^^ the* net^effect q^f Federal activities* on^ 
district resources would be most helpful and could result in 
more equitaole compenrsation schemes than we have devised. 

■ Fii'rther investigation of* the types of cfi^ildren for wbom pay- 
merits are made is "also needed. >For example, the extent to which 
payments are made for children whose parents work on Federal 
property in another district but not in another county should 
be determined, 'since these payments are as difficult to justify 
ae those which are made for out-of- county "B" chilcjren. 

Last, more inxonnation is needed about the effects- Which f, 
more flexible Impatt Aid- equalization provisions 'wi 1 1 have gn ' * 
total district revenues,. Because improved coordination^ between 
State equalization fef o^g^^^an^^^ederal" funding is a topic which ^ ^ 
transcends trfie Impact Aid program, research jnight ,have panticu- 
larly large paycrffs. lit might even result in Federal programs 
^\ch >are designed ' tofaci 1 itate Stare retorm efforts. 



